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 ERWK WKH WLUH VHFWRU DQG WKH JHQHUDO UXEEHU

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WRQQHV
W\UHVDQGW\UHSURGXFWV JHQHUDOUXEEHUJRRGV WRWDO)LJXUH :RUOGFRQVXPSWLRQRIQDWXUDOUXEEHUVRXUFHRZQFDOFXODWLRQV
+DYLQJPHQWLRQHG WKDW WKH WLUH VHFWRU LV YHU\ LPSRUWDQW IRU QDWXUDO UXEEHU DQG YLFHYHUVD LW LV SRVVLEOH WR ORRN PRUH LQGHSWK DW WKH WLUH VHFWRU VSOLWWLQJ WLUHV LQWRSDVVHQJHU FDU WLUHV WUXFN WLUHV DQGRWKHU WLUHV PRWRU F\FOHV ELF\FOHV DLUSODQH WLUHVRIIWKHURDGWLUHVHWF%HFDXVHRIWHFKQLFDODVSHFWVQDWXUDOUXEEHULVVWURQJO\UHTXLUHGIRUWUXFNWLUHVDERXWRIUXEEHULQHDFKWLUHLVQDWXUDOUXEEHU ,W LVHVWLPDWHGWKDWDERXWKDOIRIDOOQDWXUDOUXEEHULVXVHGIRUWUXFNWLUHVVHH7DEOH




E\ IDUPHUV DQG LQ SDUWLFXODU WKHLU FKLOGUHQ WR RWKHU PRGHV RI HPSOR\PHQW WKDWSURYLGHEHWWHUSD\RU DPRUH DWWUDFWLYHZRUNLQJHQYLURQPHQW7KDLODQGRQ WKH RWKHUKDQG VWURQJO\ LQFUHDVHG SURGXFWLRQ GXULQJ WKLV SHULRG GXH WR RQJRLQJ UHSODQWLQJVFKHPHV &RPSDULQJ WKH WKUHH PDMRU SURGXFHUV 0DOD\VLD ORVW LWV UROH DV OHDGLQJSURGXFHU LQWR7KDLODQGZKLOH ,QGRQHVLD UHPDLQHG LQVHFRQGSODFH$PRQJWKH$VLDQSURGXFHUVDOVR,QGLDWKH3KLOLSSLQHVDQG&KLQDVKRZHGVWURQJJURZWK ,QERWKWKH3KLOLSSLQHVDQG,QGLDPRVWLIQRWDOOGRPHVWLFDOO\SURGXFHGQDWXUDOUXEEHULVDOVRFRQVXPHGLQWKHGRPHVWLFHFRQRP\$IWHUDWXUEXOHQWSHULRG9LHWQDPDQGWRDOHVVHUH[WHQW &DPERGLD KDYH UHWXUQHG WR SURGXFLQJ QDWXUDO UXEEHU DQG LQ WHUPV RIDYDLODELOLW\ RI DUHD WKHUH DSSHDUV WR EH SOHQW\ RI VFRSH IRU H[SDQVLRQ LQ WKHVHFRXQWULHV7KDLODQG
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)LJXUH 6KDUHRI7KDLODQGLQZRUOGQDWXUDOUXEEHUSURGXFWLRQVRXUFH,56*

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QHV
QHWH[SRUWVGDWD QHWH[SRUWVVWRFNIRUPDWLRQFDOFXODWHG)LJXUH 1HWH[SRUWRIQDWXUDOUXEEHURI7KDLODQGVRXUFH,56*
1DWXUDO UXEEHU H[SRUWV IURP7KDLODQG E\ FRXQWU\ RI GHVWLQDWLRQ IRU   DQG DUH VKRZQ LQ 7DEOH  7KH LPSRUWDQFH RI -DSDQ DV WKH PDMRU LPSRUWHU KDVGHFOLQHG HYHQ LQ DEVROXWH WHUPV 7KH UHFHVVLRQ LQ -DSDQ DQG WKH PDWXULW\ RI WKH-DSDQHVHUXEEHUVHFWRUH[SODLQWKLVGHYHORSPHQW ,QDGGLWLRQ7KDLODQGKDVVKLIWHG WRPRUHSURGXFWLRQRI7HFKQLFDOO\6SHFLILHG5XEEHUSUHIHUUHGLQPDQ\RWKHUSDUWVRIWKHZRUOG([SRUWVWR6LQJDSRUHDUHODUJHO\IRUUHH[SRUWWRRWKHUFRXQWULHV&KLQDPRYHGWR VHFRQG SODFH ZKLOH WKH VKDUH RI WKH 86$ DQG (XURSH LV UDWKHU VWHDG\ ([SRUW RIXQSURFHVVHG UXEEHU WR 0DOD\VLD DOVR KDV LQFUHDVHG VXEVWDQWLDOO\ 0DOD\VLD  LPSRUWVQDWXUDO UXEEHU IURP 7KDLODQG WR IHHG LWV SURFHVVLQJ LQGXVWU\ DQG UHH[SRUWV LW LQSURFHVVHG IRUPV $FWXDO H[SRUWV DUH OLNHO\ WR VXEVWDQWLDOO\ H[FHHG WKH RIILFLDO GDWDSUHVHQWHGLQ7DEOH([SRUWHUVLQ7KDLODQGDUHSUHGRPLQDQWO\ORFDOFRPSDQLHV7KHUHDUHDERXWWHQPDMRUFRPSDQLHVPRVW RIZKRP UXQ IDFWRULHV DQG H[SRUW UXEEHU ,Q DOSKDEHWLFDO RUGHU WKHPDMRUWUDGHUVDUH6RXWKODQG6UL7UDQJ7HFN%HH+DQJ7KDL+XDDQG9RQ%XQGLW6RPHFRRSHUDWLYHVKDYHDOVRVWDUWHGH[SRUWLQJDOEHLWRQDVPDOOVFDOH
 7KHDFFXUDF\RIWKHGDWDIRUPD\KDYHEHHQDIIHFWHGVRPHZKDWE\WKHDYDLODEOHTXDOLW\RIHVWLPDWHGVWRFNILJXUHVLQFOXGLQJJRYHUQPHQWLQWHUYHQWLRQVWRFNVVHH&KDSWHU

7DEOH ([SRUWVRIQDWXUDOUXEEHUIURP7KDLODQGE\GHVWLQDWLRQWRQQHV VKDUHLQ     -DSDQ      86$      (XURSH      &KLQD      .RUHD      6LQJDSRUH      0DOD\VLD      2WKHUV      7RWDO      6RXUFH,56*
 *HRJUDSKLFDOGLVWULEXWLRQRIQDWXUDOUXEEHUSURGXFWLRQLQ7KDLODQG
7KHHQRUPRXVLQFUHDVHLQSURGXFWLRQRIQDWXUDOUXEEHULQ7KDLODQGLQWKHUHFHQWGHFDGHVKDVFRPHIURPH[SDQVLRQRIWKHWRWDOUXEEHUDUHDDQGIURPH[WHQVLYHUHSODQWLQJRIROGDUHD E\ KLJKHU \LHOGLQJ FORQHV 7KH LQFUHDVH LQ DUHD KDV RFFXUUHG WKURXJKRXW WKH.LQJGRPEXWLWLVLQWHUHVWLQJWKDWDQLQFUHDVHKDVEHHQUHDOL]HGLQWKHQRUWKHDVWRIWKHFRXQWU\ 7UDGLWLRQDOO\ DUHDV KDYH EHHQ ORFDWHG LQ WKH VRXWK ZKLFK ZDV FODLPHG WR EHPRUHVXLWDEOHIRUSURGXFWLRQ2XWRIDQHVWLPDWHGWRWDODUHDXQGHUUXEEHURIUDL HTXLYDOHQWWRKHFWDUHV LQLV ORFDWHG LQWKHVRXWKLQWKHVRXWKHDVWDQGLQWKHQRUWKHDVWVHH7DEOH7KHVKDUHRIWKHQRUWKHDVWLQSURGXFWLRQ ZLOO EH VOLJKWO\ ORZHU EHFDXVH WUHHV DUH \RXQJHU DQG WR D ODUJHU H[WHQWLPPDWXUH
7DEOH 'LVWULEXWLRQRIDUHDXQGHUQDWXUDOUXEEHUE\UHJLRQ5HJLRQ   [UDL VKDUHLQ [UDL VKDUHLQ [UDL VKDUHLQVRXWKSURYLQFHV      VRXWKHDVWSURYLQFHV      QRUWKHDVWSURYLQFHV     727$/      6RXUFH7KDLODQG5XEEHU6WDWLVWLFV55,7
7KHVKLIW WR LQFUHDVHDUHDXQGHU UXEEHU LQ WKHQRUWKHDVWQHHGV IXUWKHU H[SODQDWLRQHVSHFLDOO\ LQ YLHZ RI WKH FODLPHG VXLWDELOLW\ RI WKH VRXWK IRU QDWXUDO UXEEHU JURZLQJ'HIRUHVWDWLRQ RI WKH QRUWKHDVW LV VDLG WR EH RQH RI WKH UHDVRQV IRU FRQVLGHULQJ WKHSRVVLELOLW\RIJURZLQJUXEEHU LQ WKLVDUHD%XWSROLWLFDO DQGPLOLWDU\FRQVLGHUDWLRQVDUHOLNHO\WREHPDMRUIDFWRUVEHKLQGWKHPRYHRIJRYHUQPHQWUXEEHUVXSSRUWWRWKHQRUWK

HDVW7KHQRUWKHDVWLVRYHUDOORQHRIWKHSRRUHVWUHJLRQVZLWKLQ7KDLODQGDQG ODFNLQJHFRQRPLF RSSRUWXQLWLHV 7KLV LV VXSSRUWHG E\ WKH OHYHO RI SHU FDSLWD JURVV GRPHVWLFSURGXFWVHH)LJXUHEHORZ7KHHIIRUWRIWKH7KDLJRYHUQPHQWWRVKLIWSURGXFWLRQDZD\IURPWKHVRXWKDQGWRWKHQRUWKVKRXOGEHHYDOXDWHGLQWKHOLJKWRIWKLVUHJLRQDOLPEDODQFH 255$) VWDII FRQILUPV WKDW SODQWLQJ DQG UHSODQWLQJ VXEVLGLHV IRU QDWXUDOUXEEHUDUHSODQQHGWRVKLIWIURPWKHVRXWKWRWKHQRUWK
)LJXUH3HUFDSLWDJURVVGRPHVWLFSURGXFWE\UHJLRQ
6RXUFH(FRQRPLFDQG6RFLDO'HYHORSPHQW%RDUG7KDLODQG
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UXEEHUDQGWKHLQIUDVWUXFWXUHRIWKHUXEEHUPDUNHWLVOHVVGHYHORSHG2XUYLHZDQGWKDWRIWKDWRIWKH7KDLLQGXVWU\LVWKDWWKHVRXWKLVWKHQDWXUDOSODFHWRVWDUWWKHVFKHPH)XUWKHU GLUHFWLRQV RQ ZKHUH WR VWDUW D SLORW VFKHPH DUH REWDLQHG IURP WKH VXUYH\DPRQJFRRSHUDWLYHVDQGWKHLQIRUPDWLRQRQZLOOLQJQHVVWRSD\VHH6HFWLRQ
 7KHPLFURHFRQRPLFVRIQDWXUDOUXEEHUSURGXFWLRQ
3ODQWLQJDQGWDSSLQJ5XEEHUWUHHV+HYHDEUDVLOLHQVLV RQO\EHFRPHSURGXFWLYHDIWHU ILYHWRHLJKW\HDUV7KLVVRFDOOHGLPPDWXULW\SHULRGGHSHQGVRQWKHNLQGRIFORQHDQGRQSUHSDUDWRU\JURZLQJLQQXUVHULHV0D[LPXP\LHOGLVUHDFKHGDURXQGWKHWHQWK\HDURIWDSSLQJ$UXEEHUWUHHLVSURGXFWLYH IRU  WR  \HDUV ZKHUH WKH OHQJWK RI WKH SURGXFWLYH SHULRG LV SDUWO\GHWHUPLQHGE\WKHWDSSLQJLQWHQVLW\$IWHUWKHSURGXFWLYHSHULRGWKHWUHHVDUHXSURRWHGWKHZRRGIURPWKHUXEEHUWUHHDOVRRIIHUVDQDWWUDFWLYHUHWXUQDQGUHSODQWLQJSRVVLEO\WDNHV SODFH $OO+HYHD FORQHV IROORZ D EURDGO\ VLPLODUO\ VKDSHG \LHOG FXUYH RYHU WLPHIURP WKH ILUVW \HDURI WDSSLQJRQZDUGV 7KHGLIIHUHQW UHJLVWHUHG FORQHV QXPEHU LQ WKHKXQGUHGVPRVWRIWKHPLQGLFDWHGE\DQDEEUHYLDWLRQRIWKHQDPHRIWKHLQVWLWXWHZKLFKGHYHORSHGWKHPVXSSOHPHQWHGZLWKDQXPEHU&ORQHVGLIIHUZLWKUHVSHFWWRDYDULHW\RIIDFWRUV DYHUDJH \LHOG OHQJWK RI SURGXFWLYH SHULRG HDUO\ \LHOG ZLQG VXVFHSWLELOLW\GLVHDVHDQGSHVWUHVLVWDQFHDQGVRLODQGWHUUDLQUHTXLUHPHQW0RVWWUHHVLQ7KDLODQGDUH55,0DFORQHGHYHORSHGE\WKH5XEEHU5HVHDUFK,QVWLWXWHRI0DOD\VLDDQGLQWURGXFHGGHFDGHVDJR<LHOGRI55,0SURGXFHGQDWXUDOUXEEHUGU\ZHLJKWSHUKHFWDUHLVQRWDPRQJWKHKLJKHVWLIUHODWHGWRFXUUHQWO\DYDLODEOHFORQHV)DUPHUVUHVSRQGERWKWRWKHOHYHORIWKHSULFHDQGWRSULFHFKDQJHV,QWKLVUHVSHFWLWLVLPSRUWDQWWRGLVWLQJXLVKVKRUWWHUPDQGORQJWHUPVXSSO\UHVSRQVH6KRUWWHUPVXSSO\UHVSRQVH UHIHUV WR WKH LPPHGLDWH UHDFWLRQ RI IDUPHUV WR SULFH FKDQJHV 7KH JHQHUDODVVXPSWLRQ LV WKDW DQ LQFUHDVH LQ SULFH OHDGV WR ODUJHU VXSSO\ WKURXJKPRUH LQWHQVLYHWDSSLQJ+RZHYHUDGHFUHDVHLQSULFHPD\DOVRLQGXFHIDUPHUVWRWDSDQGVXSSO\PRUHLQRUGHU WR NHHS WKHLU LQFRPH DW SURSHU OHYHOV /RQJWHUP VXSSO\ UHVSRQVH UHIHUV WR WKHHIIHFW RI SULFHV RQ VXSSO\ WKURXJK LQYHVWPHQW GHFLVLRQV 6LQFH LQYHVWPHQWV LQ UXEEHUWUHHVZLOOEHSURGXFWLYHIRUDSHULRGRI\HDUVZLWKDSHULRGRIDURXQG\HDUVDWWKHVWDUWZLWKQR UHYHQXHVDWDOO H[SHFWDWLRQVRI IXWXUHSULFHV DQG IXWXUHV UHWXUQV IRUH[WHQGHG SHULRGV ZLOO LQIOXHQFH VXSSO\ 7R DVVLVW WKH IDUPHU GXULQJ WKH LPPDWXULW\SHULRG RI DERXW  \HDUV JRYHUQPHQW DJHQFLHV RIWHQ SURYLGH UHSODQWLQJ VXEVLGLHV VHH6HFWLRQ'XULQJWKHILUVWWKUHH\HDUVLQWHUFURSSLQJZLWKHJSLQHDSSOHPD\SURYLGHDQDGGLWLRQDOVRXUFHRILQFRPH)RUDFURSOLNHQDWXUDOUXEEHUDORZSULFHPD\UHVXOWLQXSURRWLQJ IRU WKH SXUSRVH RI UHSODQWLQJ ZLWK UXEEHU WUHHV RU ZLWK DQRWKHU FURS 7KLVPHDQV D VKRUWWHUP UHGXFWLRQ LQ VXSSO\ $ KLJK SULFH ZLOO OHDG IDUPHUV WR SRVWSRQHXSURRWLQJDQGRUUHSODQWLQJVRWKHUHZLOOEHPRUHVXSSO\$QLPSRUWDQWDVSHFWRIWKHVWUXFWXUHRIWKHQDWXUDOUXEEHUSURGXFLQJLQGXVWU\LVWKHVL]H RI WKH KROGLQJ UHSUHVHQWHG E\ WKH VL]H RI WKH DUHD SODQWHG ZLWK UXEEHU WUHHV7UDGLWLRQDOO\WZRW\SHVRIKROGLQJVFDQEHGLVWLQJXLVKHG LQFXOWLYDWLRQRIFRPPRGLWLHV

VPDOOKROGLQJVDQGHVWDWHV7KHFULWHULRQIRUFODVVLI\LQJVPDOOKROGHUVDQGHVWDWHVLQPDQ\FRXQWULHVLVZKHWKHUWKHVL]HRIWKHKROGLQJLVXQGHURURYHUKHFWDUHV RUUDL7KHUDWLRQDOHIRUWKLVGLYLVLRQLVWKHGLIIHUHQFHEHWZHHQWKHWZRJURXSVLQRZQHUVKLSWKHUROHRIZDJHDQGVDODU\HDUQHUVHIILFLHQF\DQGSURGXFWLYLW\DQGDFFHVVWRPDUNHWVDQGLQIRUPDWLRQ 6PDOOKROGHUV DUH PRVWO\ VPDOOVFDOH DJULFXOWXUDO KRXVHKROGV WKDW KDYHHDUQLQJVIURPYDULRXVDJULFXOWXUDODVZHOODVQRQDJULFXOWXUDODFWLYLWLHVPDLQO\DVDZD\WRGLYHUVLI\ WKHLU LQFRPH ULVN(VWDWHVRQ WKHRWKHUKDQG DUHRIWHQ ODUJH VL]HGPRQRFURSSODQWDWLRQVXVXDOO\RZQHGDQGSURIHVVLRQDOO\PDQDJHGE\FRPSDQLHV,Q7KDLODQGWKH HVWDWH VHFWRU LV VPDOO LQ WHUPV RI SURGXFWLRQ 7KHUH DUH DERXW  HVWDWHV LQ7KDLODQGDVRSSRVHG WRPRUH WKDQ DPLOOLRQ VPDOOKROGHUV  7KH DYHUDJH VL]H RIHVWDWHVLVVOLJKWO\EHORZUDL$ODUJHVWDWHRZQHGHVWDWH5XEEHU(VWDWH2UJDQL]DWLRQPDNHV D FRQVLGHUDEOH FRQWULEXWLRQ WR WKH HVWDWH VHFWRU 7KH DYHUDJH VL]H RI VPDOOKROGLQJVLQ7KDLODQGLVDURXQGUDL
3URFHVVLQJ7UHHV DUH WDSSHGGXULQJ WKH QLJKW7KH IUHVK ODWH[ LVQRUPDOO\ FROOHFWHG HDUO\ LQ WKHPRUQLQJ,IWKHODWH[LVQRWFROOHFWHGLWZLOOEHFRPHVROLGWKLVVROLGVXEVWDQFHLVFDOOHGFXS OXPSV ,QDGGLWLRQHYHQDIWHU WKHFROOHFWLRQRI WKH IUHVK ODWH[ UHVLGXDOGULSSLQJPD\JLYHODWH[ZKLFKLVFROOHFWHGODWHUDVFXSOXPS)UHVKODWH[PD\EHVROGGLUHFWO\WRD SURFHVVLQJ IDFWRU\ )DUPHUV DUH SDLG DFFRUGLQJ WR WKH GU\ UXEEHU FRQWHQW GUF RIIUHVK ODWH[ +HQFH VHOOLQJ IUHVK ODWH[ UHTXLUHV WKH GHWHUPLQDWLRQ RI WKH GU\ UXEEHUFRQWHQWZKLFKLVXVXDOO\GRQHE\WKHEX\HU7KHUHDUHFUXGHPHWKRGVZKHQEX\LQJDWWKHIDUPDQGDGYDQFHGPHWKRGZKHQEX\LQJE\DFRRSHUDWLYH7KHGUF LVLQIOXHQFHGE\ WKH W\SHRI FORQH WKHDJHRI WKH WUHH DQG WKH WLPHRI WKH \HDU*HQHUDOO\ WKHGU\UXEEHUFRQWHQWYDULHVIURPWR%HIRUHVHOOLQJWR WKHPDQXIDFWXUHURI UXEEHUJRRGV UXEEHU LVSURFHVVHG LQRQHRIWKHIROORZLQJIRUPV 8QVPRNHG 6KHHWV 866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LQSDUWLFXODUDUHDVKRXOGEHHTXDORUOHVVWKDQUDLRUSURGXFWLRQHTXDORUOHVVWKDQNJIUHVKODWH[VHHDOVR6HFWLRQ7KLVUXEEHUDXWRPDWLFDOO\UHFHLYHVWKHLQWHUYHQWLRQSULFH,QWHUYHQWLRQSXUFKDVHVDUHWUDQVSRUWHGWRDORFDOSULYDWHIDFWRU\ZKHUHWKHVKHHWVDUHVPRNHGDQGSDFNHGIRUVWRUDJHRQEHKDOIRIWKH5XEEHU(VWDWH2UJDQL]DWLRQ5(27KHUHPDLQGHURIWKHUXEEHULVDXFWLRQHG$XFWLRQHGJUDGHVDUH866866866866 DQG PL[HG ZKLFK LV  RI WRWDO SURGXFWLRQ YROXPH %X\HUV KDYH VXIILFLHQWFRQILGHQFH LQ &50 JUDGLQJ DQG TXDOLW\ FRQWURO IRU PXFK RI WKHLU ELGGLQJ WR EH E\WHOHSKRQH 7KH KLJKHVW ELG IRU HDFK VSHFLILHG TXDOLW\ UHFHLYHV WKH HQWLUH YROXPHDYDLODEOHWKDWGD\OHVVDQ\SXUFKDVHVE\WKHLQWHUYHQWLRQDXWKRULW\:LWKKLJKYROXPHVUXEEHU PD\ EH DXFWLRQHG LQ WZR ORWV $XFWLRQ GHDOV DUH VHWWOHG E\ LPPHGLDWH FDVKSD\PHQW:HXQGHUVWDQG WKDW DXFWLRQ SULFHV DUH RIWHQ VLJQLILFDQWO\ KLJKHU WKDQ ORFDOWRZQSULFHVDQGLWVHHPVWKDWWKLVSUHPLXPUHIOHFWVWKHFRQVLVWHQF\RI&50TXDOLW\%RWKEX\HUVDQGVHOOHUVDWWKHVHPDUNHWVDUHZHOOLQIRUPHGRQGHYHORSPHQWVLQORFDODQG  LQWHUQDWLRQDO PDUNHWV $ FRPPLWWHH HVWDEOLVKHG E\ WKH 0LQLVWU\ RI $JULFXOWXUH

&RRSHUDWLYHV DQG WKH 7KDL 5XEEHU $VVRFLDWLRQ DQQRXQFHV UXEEHU SULFHV GDLO\ 7KHVHRIILFLDO7KDLUXEEHUSULFHV QRRQSULFHVIRE%DQJNRNDQG+DW<DL IRU566675/675DQG675DVZHOODVODWH[FRQFHQWUDWHSULFHDQGWKH866SULFHVIURP+DW<DL&50DUHGLVVHPLQDWHGWKURXJKRXWWKHFRXQWU\DQGWKHUHVWRIWKHZRUOGWKURXJK5HXWHUV DQG 7HOHUDWH 7KDLODQG KDV D PRGHUQ DQG VRSKLVWLFDWHG FRPPXQLFDWLRQVV\VWHP 2IILFLDO SULFHV DUH ZLGHO\ GLVVHPLQDWHG LQ QHZVSDSHUV DQG RQ WKH UDGLR,QIRUPDWLRQ RQ SULFHV LV DYDLODEOH WR IDUPHUV LQ YDULRXV ZD\V :KHQ RSHUDWLYH WKHUXEEHU LQWHUYHQWLRQ SULFH ZKLFK RQO\ FKDQJHV RFFDVLRQDOO\ LV JHQHUDO LQIRUPDWLRQ/RFDOWUDGHUVDQGPLGGOHPDQZLWKGLUHFWOLQNVWRWKHUHOHYDQW&HQWUDO5XEEHU0DUNHWSOD\DQLPSRUWDQWUROHLQWUDQVPLWWLQJSULFHLQIRUPDWLRQWRWKHIDUPHUV
7KH&50VLQSDUWLFXODUWKDWDW+DW<DLDUHLPSRUWDQWIRURXUSURSRVDOLQWKDWWKH\DOORZ WKH SULFH LQVXUDQFH FRQWUDFWV WR EH ZULWWHQ LQ WHUPV RI FOHDUO\ GHILQHG ORFDOUXEEHU SULFHV ZKLFK UHODWH FORVHO\ WR WKRVH WKH IDUPHUV ZLOO DFWXDOO\ UHFHLYH :H ZLOOSURSRVH WKDW FRQWUDFWV DUHZULWWHQ LQ WHUPVRIPRQWKO\ DYHUDJHV RI WKH+DW <DL &50GDLO\ SULFH 7KHVH DYHUDJHV DUHZHOOGHILQHG QRQPDQLSXODEOH DQG ZLGHO\ SXEOLFL]HG:ULWLQJLQVXUDQFHFRQWUDFWVLQWHUPVRI&50SULFHVDYRLGVFRVWO\PRQLWRULQJSUREOHPVDVVRFLDWHGZLWKLQVXULQJWKHSULFHVDFWXDOO\UHFHLYHGE\IDUPHUV
 3ULFH'HYHORSPHQWDQG3ULFH9RODWLOLW\
7KH SULFH RI QDWXUDO UXEEHU KDV IOXFWXDWHG VXEVWDQWLDOO\ 2YHU WKH SHULRG SULFHVVWDUWHG ORZZLWKRIPLQLPXPRI IRU7656LQJDSRUH LQ2FWREHUVHH)LJXUH7KHPD[LPXPIRUZDVUHDFKHGLQ0D\,QSULFHVVWDUWHGWRLQFUHDVHWRDOHYHORILQ)HEUXDU\+RZHYHUWKHDYHUDJHIRUWKHPRQWK-XO\ZDVRQO\3ULFHVUHPDLQHGDERYHXQWLO7KHQWKH $VLDQ &ULVLV OHG WR VWURQJ GHYDOXDWLRQ IURP  %DKW HYHQWXDOO\ WR DURXQG %DKW 7KLV JDYH LQLWLDOO\ KLJKHU ORFDO SULFHV LQ SURGXFLQJ FRXQWULHV OHDGLQJ WR DQLQFUHDVHLQVXSSO\3ULFHVZHQWGRZQXQWLOWKH\KRYHUHGDURXQG'XULQJ WKH ORFDO SULFH LQ +DW <DL ZDV LQ WKH UDQJH RI  %DKWNJ WR%DKWNJ7KHQFDPH WKH VWHHS ULVH WR DPD[LPXPRIRYHU%DKWNJ LQ0DUFK+RZHYHUWKHDYHUDJHIRUWKHPRQWK$XJXVWZDVRQO\%DKWNJ3ULFHVGHFOLQHG WR DPLQLPXPRI RQ DYHUDJH MXVW RYHU  %DKWNJ LQ -XO\  WKHPRQWKZKHQWKH$VLDQ&ULVLVVWDUWHG3ULFHVUHPDLQHGDERYH%DKWNJXQWLO2FWREHU7KHQWKH\GHFOLQHGIXUWKHUUHDFKLQJDWURXJKRIRQDYHUDJHG%DKWNJLQ$XJXVWWR UHFRYHU WR OHYHOVRIDURXQG%DKWNJ LQ WKH 6R DOVR LQ WKH ORFDOPDUNHWVWURQJYRODWLOLW\LVDSSDUHQW

)LJXUH 3ULFHGHYHORSPHQWRIQDWXUDOUXEEHULQ7KDLODQGVRXUFH55,7,56*
,Q RUGHU WR JHW DQ LPSUHVVLRQ RQ WKH YRODWLOLW\ RI SULFHV ZH KDYH FDOFXODWHG WKHFRHIILFLHQWRIYDULDWLRQDQG WZRRWKHUPHDVXUHVRIYRODWLOLW\ VHH7DEOH 2Q WKHEDVLVRIPRQWKO\ GDWD IRU WKHSHULRGZHREVHUYHDYRODWLOLW\RI IRU7KDLGRPHVWLFSULFHV866+$7<DL%DKWNJDQGD&9IRUZRUOGPDUNHWSULFHVLQ%DKW566765%DKWNJWKDWLVYHU\FORVHWRWKLVYDOXH([SUHVVHGLQ86WKH&9LVVXEVWDQWLDOO\KLJKHU LQ86LQSDUWLFXODUDQG2WKHUPHDVXUHVRIYRODWLOLW\LQSDUWLFXODUPHDQDEVROXWHSHUFHQWDJHGHYLDWLRQVKRZFRPSDUDEOHYDOXHV































,W LV VRPHWLPHV SXW IRUZDUG WKDW YRODWLOLW\ PHDVXUHV EDVHG RQ PRQWKO\ GDWDH[DJJHUDWH WKH GHJUHH RI YRODWLOLW\ LQ FRPPRGLW\ PDUNHWV DQG SRRUO\ PHDVXUH WKHPHGLXPWHUPIUHTXHQF\FRPSRQHQWRIYRODWLOLW\7KLVLVSDUWLFXODUO\LPSRUWDQWEHFDXVHSULFHIOXFWXDWLRQVLQWKHPHGLXPSHULRGDUHFRQVLGHUHGWREHPRVWFRVWO\1HZEHU\DQG6WLJOLW]  S ,Q RUGHU WR HOLPLQDWH WKH SRWHQWLDO LPSDFW RI KLJK IUHTXHQF\IOXFWXDWLRQVZHKDYHDOVRFDOFXODWHGYRODWLOLW\RQWKHEDVLVRIDQQXDOGDWDUDWKHUWKDQPRQWKO\GDWDVHH7DEOHDQG)LJXUH
7DEOH 3ULFHYRODWLOLW\RIQDWXUDOUXEEHUE\YDULRXVPHDVXUHVQRPLQDODQQXDOSULFHV5666 56686 5667KDL%DKW 7656 76586 7657KDL%DKW&9 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 6RXUFHRZQFDOFXODWLRQV,56*55,7


























)LYH\HDUPRYLQJDYHUDJHVRIHLWKHU WKHFRHIILFLHQWRI YDULDWLRQRU WKHPHDQDEVROXWHSHUFHQWDJHGHYLDWLRQRIQDWXUDOUXEEHUSULFHVLQ%DKW QRWVKRZQLQGLFDWHWKDWYRODWLOLW\VWHSVXSLQWKHODVWKDOIRIWKLVGHFDGHVLQFHLQFDVHRIWKH&9WRDOHYHORIDURXQGDOPRVWWZLFHDVKLJKDVEHIRUHLQFDVHRIWKH0$3'WRDWHPSRUDU\SHDNRIPRUHWKDQLQWRUHWXUQWREHIRUHOHYHOVRIEHORZ7KHVHFDOFXODWLRQV DOVR PDNH FOHDU WKDW WKH YRODWLOLW\ RI QDWXUDO UXEEHU SULFHV LQ 86 KDVLQFUHDVHGDIWHUWKHFULVLVZKLOHWKHYRODWLOLW\LQ%DKWKDVGHFUHDVHG
 3RVVLEOHVL]HRIULVNVDORQJWKHWUDGHFKDLQ
)DUPHUVSURWHFW WKHPVHOYHV LQYDULRXVZD\VDJDLQVW LQFRPHULVNDVD UHVXOWRISULFHIOXFWXDWLRQVUDQJLQJIURPSUHFDXWLRQDU\VDYLQJVWRUDJHRIFRPPRGLWLHVGLYHUVLILFDWLRQRI LQFRPH E\ FXOWLYDWLQJ D YDULHW\ RI FURSV E\ KDYLQJ DQ LQFRPH RXWVLGH DJULFXOWXUHFXOWLYDWLQJ VXEVLVWHQFH FURSV HWF 6KDUHFURSSLQJ LV MXVW DQRWKHU IRUP RI LQFRPHGLYHUVLILFDWLRQIRURZQHUVRIUXEEHUSORWV PDQ\RZQHUVRIUXEEHUODQGOHDYHWKHWDSSLQJWRWDSSHUVZKLOHVRPHRZQHUVKLUHWDSSHUVRQWKHEDVLVRIDZDJHPRVWO\WKHKLULQJRIWDSSHUVLVGRQHRQDVKDUHFURSSLQJEDVLV6KDUHFURSSLQJ²WKHRUJDQLVDWLRQRIQDWXUDOUXEEHUSURGXFWLRQZKHUHRZQHUDQG WDSSHU DJUHHRQD FRQWUDFWKRZ WRGLVWULEXWH WKHSURFHHGV RI WKH UHYHQXHV IURP UXEEHU  DSSHDUV WR EH ZLGHVSUHDG 7KH IRUPXOD IRUVSOLWWLQJWKHUHYHQXHVPD\EHRURU7KHSURSRUWLRQRIWKHFURSIRUWKHRZQHU LV UHVSHFWLYHO\RUZKLOH WKHRWKHUSDUW LV IRU WKH WDSSHU7KHFKRLFHRI WKHV\VWHPGHSHQGVRQ WKH W\SHRIQDWXUDO UXEEHUSURGXFHG MXVWSURGXFLQJODWH[DQGMXVWGHOLYHULQJLWWRDIDFWRU\LVOHVVODERULQWHQVLYHWKDQSURGXFLQJ8667KHUHPD\ EH FRUUHFWLRQ WR WKLV LI WKH ODQG LV KLOO\ LI WKH WUHHV DUH ROG DQG WKHUHIRUH OHVVSURGXFWLYH RU LI SULFHV DUH YHU\ ORZ ,Q DOO WKH FDVHV WKH WDSSHU ZRXOG EH JLYHQ DVRPHZKDWKLJKHUSHUFHQWDJH,QWKHFDVHRIFRRSHUDWLYHVWKHRZQHUEHQHILWVIURPSURILWIURP WKH FRRSHUDWLYH DQG LW DSSHDUV WKDW WKLV LV SDUWO\ WUDQVODWHG LQWR D KLJKHU VKDUHIURPWKH WDSSHU7KHVHSURSRUWLRQVDUHDSSDUHQWO\ ´NQRZQµDQGDUHQRW RUQRWHDVLO\DOWHUHG6KDUHFURSSLQJLPSOLHVWKDWWKHWDSSHUVKDUHVULVNZLWKWKHRZQHURIWKHODQG,QFDVHWKHWDSSHUVUHFHLYHDKLJKHUVKDUHEHFDXVHRIORZSULFHVWKLVZRXOGSDVVULVNEDFNIURPIDUPHUVWRODQGORUGV7KHZLGHVSUHDGSUHYDOHQFHRIVKDUHFURSSLQJLVFRQILUPHGE\VHYHUDOLQWHUYLHZVZLWKH[SHUWV RQ WKHQDWXUDO UXEEHU HFRQRP\DVZHOO DV UXEEHUJURZHUV DQG FRRSHUDWLYHV+RZHYHUZHGRQRWKDYHH[DFWILJXUHVRQWKHSUHYDOHQFHRIVKDUHFURSSLQJLQQDWXUDOUXEEHUJURZLQJDQGKHQFHLWZLOOEHGLIILFXOWWRJREH\RQGJHQHUDOLWLHVVLQFHERWKWKHH[WHQW RI VKDUHFURSSLQJ DQG WKH SUHFLVH VKDULQJ DUUDQJHPHQWV YDU\ IURP UHJLRQ WRUHJLRQ DQG IURP YLOODJH WR YLOODJH ZLWKLQ UHJLRQV 2Q WKH EDVLV RI D VXUYH\ DPRQJFRRSHUDWLYHVVHHDOVR6HFWLRQ LW LVREVHUYHGWKDWRQDYHUDJHFORVHWRKDOIRIDOOPHPEHUV RI FRRSHUDWLYHV DUH VKDUHFURSSHUV  6KDUHFURSSHUV LQ FRRSHUDWLYHVDSSHDUWRPDNHPRUHXVHRQDYHUDJHRIEDQNVEXWWKH\DOVRDSSHDUWREHOHVVZLOOLQJWRSD\ IRUPDUNHWEDVHGSULFH LQVXUDQFH VHH DOVR WKH DSSHQGL[ WR6HFWLRQ7KLV

LQIRUPDWLRQ IRFXVHV RQ WKH VKDUHFURSSLQJ DPRQJ PHPEHUV RI FRRSHUDWLYHV DQGXQIRUWXQDWHO\SURYLGHVOLWWOHLQIRUPDWLRQRQDFFHVVRIVKDUHFURSSHUVWRFUHGLW,Q DGYDQFHG HFRQRPLHV EDQN FUHGLW PD\ DOVR EH XVHG WR RYHUFRPH WHPSRUDU\IOXFWXDWLRQVRILQFRPHEXWLWLVXQFOHDULIDQGWRZKDWH[WHQWWKHVHRSWLRQVDUHRSHQWRVPDOOKROGHUUXEEHUJURZHUVLQ7KDLODQG*LYHQWKHUHODWLYHO\IULHQGO\FRQGLWLRQVIRUORDQVWKURXJK%$$&VHHDOVR6HFWLRQEXWDOVR WKH LQFUHDVLQJ LPSRUWDQFHRIVDYLQJDQGFUHGLWDUUDQJHPHQWVZLWKLQFRRSHUDWLYHVFUHGLWDSSHDUVWRKDYHWKLVIXQFWLRQDWOHDVWWRVRPHH[WHQW)LQDOO\WKHUHPD\EHDUHOLDQFHRQJRYHUQPHQW LQWHUYHQWLRQZKHQHYHUWKHUHWXUQVLQDJULFXOWXUHLQJHQHUDODQGLQRXUFDVHLQQDWXUDOUXEEHUFXOWLYDWLRQWHQGWRIDOOEHORZVXEVLVWHQFHOHYHOV
 7KHUXEEHULQWHUYHQWLRQVFKHPHLQ7KDLODQGRSHUDWLRQDQGFRVWV	EHQHILWV
7KH7KDLLQWHUYHQWLRQVFKHPHIRUUXEEHUKDVEHHQRSHUDWLYHVLQFH,WKDVHYROYHGRYHUWKLVSHULRGDVWKHUHVXOWRIVRPHHDUO\SUREOHPV7KHVFKHPHLVRSHUDWHGE\WKH5XEEHU (VWDWH 2UJDQL]DWLRQ 5(2 5(2 ZDV RULJLQDOO\ HVWDEOLVKHG LQ WKH V DV DODUJH VWDWH RZQHG HQWHUSULVH IRU WKH SURGXFWLRQ RI QDWXUDO UXEEHU ,W RSHUDWHV XQGHUUHVSRQVLELOLW\ RI WKH 0LQLVWU\ RI $JULFXOWXUH DQG &RRSHUDWLYHV ,WV PDLQ DFWLYLW\ LVUXQQLQJDODUJHHVWDWHZLWKDQDUHDXQGHUUXEEHURIDURXQGUDLDURXQGKDDQGDODUJHSURFHVVLQJIDFWRU\FXUUHQWO\FRQVLVWLQJRISURFHVVLQJXQLWVDQGDOOORFDWHG LQ&KDQJNODQJ 1DNRUQ6UL7KDPDUDWSURYLQFH LQ WKHVRXWKRI7KDLODQG7KHFDSDFLW\ RI 5(2·V SURFHVVLQJ XQLWV LV KLJK FRPSDUHG WR WKH DYHUDJH FDSDFLW\ RISURFHVVLQJXQLWVLQWKHFRRSHUDWLYHRUSULYDWHVHFWRU7RNHHSWKHIDFWRULHVUXQQLQJDODUJH VKDUH RI LWV LQSXW RI IUHVK ODWH[ DURXQG  LV UHTXLUHG IURP ORFDO IDUPHUVRXWVLGHWKHSURGXFWLRQRI5(2·VRZQHVWDWH5(2·V DFWLYLWLHV FRQFHUQLQJ WKH SULFH LQWHUYHQWLRQ VFKHPH DUH DGPLQLVWUDWLYHO\VHSDUDWHGIURPWKHLUPDLQEXVLQHVVRISURGXFLQJDQGSURFHVVLQJDFWLYLWLHV,QRUGHUWRUXQ WKH VFKHPH5(2 WDNHV D ORDQ IURP WKH VWDWHRZQHG .UXQJ 7KDL %DQN 3XEOLF /WG.7% .7% FXUUHQWO\ FKDUJHV RQ DYHUDJH  LQWHUHVW RQ WKHVH ORDQV 7KLV ORDQ LVWUDQVIHUUHG WR WKH'HSDUWPHQWRI$JULFXOWXUDO ([WHQVLRQZKLFK WKHQGLVWULEXWHV LW YLDWKH 'HSDUWPHQW RI &RRSHUDWLYHV WR  ORFDO LQWHUYHQWLRQ SRLQWV WKH WKUHH FHQWUDOUXEEHUPDUNHWVUXEEHUSURFHVVLQJFRRSHUDWLYHVDQG255$)GLVWULFWRIILFHV3XUFKDVHVRIUXEEHUIURPORFDOIDUPHUVWDNHSODFHDWWKHVHLQWHUYHQWLRQSRLQWV8QGHUWKHVFKHPHRQO\ VPDOO VL]HG IDUPHUV GHILQHG DV KDYLQJ DQ DUHD RI QR PRUH WKDQ  UDL RU DSURGXFWLRQ QRW PRUH WKDQ  NJ IUHVK ODWH[ SHU GD\ DUH DOORZHG WR VHOO WKHLUSURGXFWLRQ WR WKH LQWHUYHQWLRQDXWKRULW\7KHVHVPDOOKROGHUVDUH UHJLVWHUHGDW255$)DV VPDOO IDUPHUV :KHQ LQWHUYHQWLRQ WDNHV SODFH LW FRYHUV DURXQG  RI WRWDOSURGXFWLRQ3XUFKDVHVRIUXEEHUE\WKHLQWHUYHQWLRQDXWKRULW\DUHVXEVHTXHQWO\DQGLIQHFHVVDU\SURFHVVHG LQWR5667KLVSURFHVVLQJPD\ WDNH SODFH DW WKH5(2 IDFWRU\ EXW LQ VRPHDUHDVHJSXUFKDVHVDWWKH&HQWUDO5XEEHU0DUNHWIURP6XUDW7KDQLLVXQGHUWDNHQE\
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DORFDODQGSRVVLEO\SULYDWHSURFHVVLQJXQLWRQEHKDOIRI5(27KHSURFHVVHGUXEEHUSDFNHG LQ EDOHV DQG LPSULQWHGZLWK D*, *RYHUQPHQW ,QWHUYHQWLRQ VWDPS LV VHQW WR55,7ZDUHKRXVHVLQ6RQJNKOD.UDEL6XUDW7KDQLDQG&KDVRHQJVDRHDFKZLWKFDSDFLW\RI²WRQV ,IWKHVHDUHLQVXIILFLHQWSULYDWHZDUHKRXVHVFDQEHXVHG6DOHVDUHXQGHUWKHDXWKRULW\RIWKH5(27KHLQWHUYHQWLRQSULFHLVGHWHUPLQHGE\WKH0LQLVWU\RI$JULFXOWXUHDQGLVEDVHGRQHVWLPDWHGFRVWVRISURGXFWLRQ7KHVHFRVWVRISURGXFWLRQDUHFXUUHQWO\DVVHVVHGRQWKHEDVLVRIDIDUPVXUYH\&XUUHQWSURGXFWLRQFRVWVDUHREWDLQHGE\H[WUDSRODWLRQRI FRVW FRPSRQHQWV7KHUHPXVWEH DZRUU\ WKDW WKLVPHWKRGRI HVWLPDWLQJ FRVWVIDLOVWRPDNHDOORZDQFHIRUSURGXFWLYLW\DGYDQFH7KHVL]HRIWKHLQWHUYHQWLRQVWRFNVLVQRWSXEOLF LQIRUPDWLRQ5(2KDVVWDWHGWRXVWKDWWKHPD[LPXPVL]HRIWKHLQYHQWRU\ZDVWRQVLQ2FWREHU:HEHOLHYHWKDW WKLV ILJXUHPD\EH WRR ORZ5(2 IXUWKHU FODLPV WKDW LQ WRQVZDVUHOHDVHGDQG WKH VWRFNZDV FOHDUHGDW WKH HQGRI  6RPH H[SRUWHUV EHOLHYH WKDWWRQVRIVWRFNERXJKWLQDQGZDVVROGRQWKHLQWHUQDWLRQDOPDUNHWGXULQJ DW D SULFH RI XS WR  ORZHU WKDQ WKH RULJLQDO SXUFKDVLQJ SULFH 6LQFHLQWHUYHQWLRQ FRYHUV RQO\ DURXQG  RI WRWDO SURGXFWLRQ DW DQ\ WLPH WKH UHPDLQLQJUXEEHU LV VROG DW WKH ORFDO PDUNHW SULFH ZKLFK PD\ QHYHUWKHOHVV EH DIIHFWHG E\LQWHUYHQWLRQVHHEHORZ
:HKDYHDWWHPSWHGWRHYDOXDWHWKHEHQHILWWRIDUPHUVIURPWKHLQWHUYHQWLRQVFKHPHDQGDOVRWKHFRVWVRIWKHVFKHPH7KHGHWDLOHGFDOFXODWLRQVDUHVHWRXWLQ$SSHQGL[2YHU WKH IRXU \HDUSHULRG IDUPHUVEHQHILWHGE\ DQHWPLOOLRQ %DKW7KLVLVHTXLYDOHQWWRWKHJDLQKDGWKHUHEHHQQRLQWHUYHQWLRQDQGWKHUXEEHUSULFHKDGEHHQDQDYHUDJHRI%DKWNJRUKLJKHU7KLVEHQHILWLVUHODWLYHO\PRGHVW,WKDVWZRFRPSRQHQWVx WKHGLUHFWEHQHILWWRWKRVHIDUPHUVZKRZHUHDEOHWRVHOODWWKHLQWHUYHQWLRQSULFHx WKHLQGLUHFWEHQHILWWRIDUPHUVVHOOLQJDWORFDOPDUNHWSULFHVZKLFKZHUHKLJKHUWKDQWKH\ZRXOGRWKHUZLVHKDYHEHHQDVWKHUHVXOWRILQWHUYHQWLRQ:H HVWLPDWH WKDW WKHVH WZR HIIHFWV ZHUH RI WKH VDPH RUGHU RI PDJQLWXGH )DUPHUVVHOOLQJ DW WKH LQWHUYHQWLRQ SULFH REWDLQHG DQ DYHUDJH RI D OLWWOH RYHU  %DKWNJ RQLQWHUYHQWLRQUXEEHUZKLOHWKHSULFHRIQRQLQWHUYHQWLRQUXEEHUZDVRQDYHUDJHKLJKHUE\  %DKWNJ DV WKH UHVXOW RI WKH LQWHUYHQWLRQ 7KH IRUPHU HIIHFW LV YDOXDEOHLPSURYHPHQW IRU D VPDOO JURXS RI SURGXFHUV ZKR QHYHUWKHOHVV LQFOXGH VRPH RI WKHSRRUHVW IDUPHUV ZKLOH WKH ODWWHU HIIHFW JDYH D VPDOO HOHPHQW RI VXSSRUW WR D PXFKODUJHUJURXSRIIDUPHUV7KHLQWHUYHQWLRQVFKHPHLPSRVHGIRXUVHWVRIFRVWVx WKH GLUHFW EXGJHWDU\ FRVW WR WKH *R7 DV WKH UHVXOW RI SXUFKDVLQJ UXEEHU DW WKHLQWHUYHQWLRQSULFHDQGVHOOLQJDWRUSRVVLEO\EHORZWKHZRUOGPDUNHWSULFHx WKH FRVWV WR 7KDL UXEEHU SURFHVVRUV DQG H[SRUWHUV ZKR KDYH EHHQ REOLJHG WRSXUFKDVH XQSURFHVVHG UXEEHU DW DQ LQIODWHG GRPHVWLF SULFH EXW ZKR VHOO WKHSURFHVVHGUXEEHUDWWKHLQWHUQDWLRQDOSULFH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x FRVWV DVVRFLDWHG ZLWK WKH SURGXFWLRQ RI UXEEHU IRU VDOH XQGHU LQWHUYHQWLRQ ZKLFKZRXOGQRWKDYHEHHQHFRQRPLFLILWKDGEHHQVROGDWWKHPDUNHWSULFHx ZHOIDUH FRVWV DVVRFLDWHG ZLWK ORVV RI SURGXFHUV· DQG SURFHVVRUV· FRQVXPHUV·VXUSOXV:HHVWLPDWHWKHEXGJHWDU\FRVWDVPLOOLRQ%DKWRYHUDQGWKHFRVWWRSURFHVVRUV DV  PLOOLRQ %DKW 7KHVH FRVWV DUH ODUJHO\ WUDQVIHUV WR IDUPHUV DQGKHQFHDUHQRWFRVWVWRWKH7KDLHFRQRP\7KHHVWLPDWHVLPSO\WKDWWKH*R7ERUHDERXW RI WKH FRVWV RI LQWHUYHQWLRQ DQG WKH SURFHVVRUV DURXQG  7KLV LV D YHU\VXEVWDQWLDOEXUGHQRQWKHUXEEHUSURFHVVLQJLQGXVWU\ZKLFKHYHQLQJRRGWLPHVHQMR\VRQO\QDUURZPDUJLQV7KH WZR UHPDLQLQJ HOHPHQWV RI FRVWV DUH VPDOOHU EXW DUH QHW FRVWV WR WKH 7KDLHFRQRP\ LQ WKH VHQVH WKDW WKH\ DUH QRW DVVRFLDWHG ZLWK DQ\ RIIVHWWLQJ EHQHILWV ZHHVWLPDWHWKDWWKHLQWHUYHQWLRQVFKHPHLQFUHDVHG7KDLUXEEHUSURGXFWLRQE\DQDYHUDJHRI  WRQV SHU DQQXP RYHU  DSSUR[LPDWHO\  7KLV LQFUHDVH LQSURGXFWLRQZDVWKHUHVXOWRIWZRHIIHFWVx IDUPHUV DEOH WR VHOO XQGHU LQWHUYHQWLRQ SURGXFHG DGGLWLRQDO IRU WKLV SXUFKDVH ²DSSUR[LPDWHO\  RI UXEEHU SXUFKDVHG XQGHU LQWHUYHQWLRQ ZRXOG QRW RWKHUZLVHKDYHEHHQSURGXFHGx QRQLQWHUYHQWLRQ IDUPHUV SURGXFLQJ PRUH UXEEHU WKDQ RWKHUZLVH EHFDXVH RI WKHHIIHFWVRILQWHUYHQWLRQLQUDLVLQJ7KDLSULFHVUHODWLYHWRZRUOGOHYHOV7KLV LQFUHDVHGSURGXFWLRQ LPSRVHGZHOIDUH FRVWV WRWDOLQJPLOOLRQ%DKWRYHU 7KH VHFRQG HOHPHQW RIZHOIDUH ORVV LV ORVV RI SURFHVVRUV· SURILW RSSRUWXQLWLHVSURFHVVRUV· VXUSOXV DV WKH FRQVHTXHQFH RI WKH DUWLILFLDOO\ KLJK ORFDO SULFH 7KLVDPRXQWHG WR PLOOLRQ %DKW RYHU WKH IRXU \HDU SHULRG 7RJHWKHU ZLWK D VPDOO WKLUGHOHPHQW RI FRVW ORVV RI SURGXFHUV· VXUSOXV WKH WRWDO GHDGZHLJKW ORVV IURPLQWHUYHQWLRQDPRXQWHG WRPLOOLRQ%DKWRYHURI WRWDO SURGXFHUV·EHQHILW7KHVHFRVWFDOFXODWLRQVDUHOLNHO\WRXQGHUHVWLPDWHWKHWUXHFRVWVRIWKHVFKHPHx 7KH\ DVVXPH UXEEHU EURXJKW XQGHU LQWHUYHQWLRQ ZDV LPPHGLDWHO\ UHVROG DW WKHZRUOGPDUNHWSULFH7KH\WKHUHIRUHGRQRWWDNH LQWRDFFRXQWVWRUDJHGHWHULRUDWLRQDQG LQWHUHVW FRVWV 1HLWKHU GR WKH\ DOORZ IRU WKH SRVVLELOLW\ IRU ZKLFK WKHUH LVDQHFGRWDO HYLGHQFH WKDW LQWHUYHQWLRQ UXEEHUZDV VROG EHORZZRUOG SULFHV 2Q WKHRWKHUVLGHWKH\DOVRIDLOWRDOORZIRUWKHIDFWWKDWWKHJRYHUQPHQWPD\KDYHXVHGLWVLQYHQWRU\WRVXFFHVVIXOO\VSHFXODWHRQPRYHPHQWVLQWKHZRUOGSULFHx 7KDLODQG LV WKH ZRUOG·V OHDGLQJ SURGXFHU DQG H[SRUWHU RI QDWXUDO UXEEHU $ LQFUHDVH LQ 7KDL SURGXFWLRQ LQ D ZRUOG PDUNHW DOUHDG\ FKDUDFWHUL]HG E\ H[FHVVVXSSO\ ZLOO KDYH GHSUHVVHG ZRUOG SULFHV ,W LV TXLWH SODXVLEOH WKDW WKLV HIIHFW ZDVODUJH HQRXJK WR FRPSOHWHO\ RIIVHW WKH LQGLUHFW EHQHILW WR 7KDL SURGXFHUV RI QRQLQWHUYHQWLRQUXEEHUHVWLPDWHGDW%DKWNJ ,I DVZHVXVSHFW WKLV LV WKHFDVHDQGZHDUHXQGHUWDNLQJIXUWKHUFDOFXODWLRQVLQWKLVUHVSHFWWKHRQO\EHQHILFLDULHVRIWKHVFKHPHZLOOKDYHEHHQWKHIDUPHUVVHOOLQJLQWRLQWHUYHQWLRQDQGWKHFRVWVRIWKHVFKHPHWRWKHJRYHUQPHQWWRSURFHVVRUVDQGLQZHOIDUHLQHIILFLHQF\ZLOOWXUQRXWWR
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EH DURXQG GRXEOH WKH EHQHILWV WR 7KDL IDUPHUV 7KH XOWLPDWH EHQHILFLDULHV RI WKHVFKHPHZLOOWXUQRXWWRKDYHEHHQUXEEHUFRQVXPHUVWKURXJKRXWWKHZRUOGZKRZLOOKDYHHQMR\HGWKHORZHUSULFHVUHVXOWLQJIURPWKH7KDLJRYHUQPHQWVXEVLG\
 ([LVWLQJ5XEEHU)XWXUHV0DUNHWV
)XWXUHV FRQWUDFWV IRU QDWXUDO UXEEHU DUH FXUUHQWO\ WUDGHG RQ DQ DFWLYH EDVLV LQ6LQJDSRUH6,&207RN\R72&20DQG26$.$20(,Q-DSDQWKH2VDND0HUFDQWLOH([FKDQJH20(LVVPDOOHUWKDQ72&20WKHWUDGLQJYROXPHLQ566FRQWUDFWVRI20(KDV H[SHULHQFHG D GHFUHDVH UHODWLYH WR WKH WUDGLQJ YROXPH RI WKHVH FRQWUDFWV RQ72&20 IURP  LQ  WR  LQ  ZKLFK PDNHV 72&20 WKH ILUVW IXWXUHVH[FKDQJHLQ-DSDQWRFRQVLGHU0RVWOLNHO\WKH\HQGHQRPLQDWHG20(FRQWUDFWZLOODOVREHDUELWUDJHGHIIHFWLYHO\ZLWK72&20LQFDVHRIGLYHUJLQJSULFHGHYHORSPHQWV$TXLWHGLVWLQFWLVVXHKRZHYHULV20(·VLQLWLDWLYHWRLQWURGXFHD765FRQWUDFWLQFRRSHUDWLRQZLWK6,&20ZLWK6LQJDSRUHGHOLYHU\ ,QYLHZRIWKH LQFUHDVLQJTXDQWLWDWLYHLPSRUWDQFHRI765VHHDOVREHORZWKLVLQLWLDWLYHPD\RSHQDGGLWLRQDOKHGJLQJSRVVLELOLWLHVWKDWILWLQWKHSURSRVHGSULFHLQVXUDQFH1HYHUWKHOHVVLQWKHUHPDLQGHURIWKLVVHFWLRQWKHLQYHVWLJDWLRQVDUHOLPLWHGWRIXWXUHVFRQWUDFWVRI72&20DQG6,&2072&20DQG6,&20VSHFLI\GHOLYHU\RIVPRNHGUXEEHUVKHHW6,&20WUDGHV566LQ86GROODUVZKLOH72&20WUDGHV566LQ\HQ,QSUDFWLFHWKHKLJKHUVSHFLILFDWLRQ566LVQRORQJHUPDQXIDFWXUHGLQVLJQLILFDQWTXDQWLWLHVVRERWKPDUNHWVPD\EHUHJDUGHGDVSULFLQJ RQ DQ 566 EDVLV 6,&20 DOVR KDV D FRQWUDFW LQ WHFKQLFDOO\ VSHFLILHG UXEEHU765 DQG WKLV LVQRZ WKHPRUH DFWLYH RI WKH WZR 6,&20 UXEEHU FRQWUDFWV 6,&20FRQWUDFWVH[WHQGWRRYHURQH\HDUDKHDGZKLOH72&20FRQWUDFWVH[WHQGWRWPRQWKDKHDG5XEEHU PDQXIDFWXULQJ LV LQFUHDVLQJO\ PRYLQJ IURP VPRNHG VKHHW WR WHFKQLFDOO\VSHFLILHG JUDGHV DQG WKHUH LV JHQHUDO DJUHHPHQW WKDW IXWXUHV WUDGLQJ ZLOO PRYH WRWHFKQLFDOO\ VSHFLILHG FRQWUDFWV LQ FRPLQJ \HDUV ,Q   RI 7KDL QDWXUDO UXEEHUH[SRUWVZHUHLQWKHIRUPRIVPRNHGVKHHWDQGDVWHFKQLFDOO\VSHFLILHGUXEEHUWKHUHPDLQGHUEHLQJFHQWULIXJHG ODWH[ ,QJHQHUDO WKH ODVWGHFDGHKDV VHHQDFWLRQEHLQJUHGXFHGLQSDUWLFXODURQIXWXUHVPDUNHWVLQ(XURSHDQGWKH86$6RPHRIWKHUHDVRQVIRUWKLVDUHx 7KH VKLIW LQJURZWKRI FRQVXPSWLRQRI UXEEHU DZD\ IURP:HVWHUQ (XURSH DQG WKH86$HJWRFRXQWULHVLQ6RXWK(DVW$VLDx 7KHLQFUHDVHLQGLUHFWWUDGHGLUHFWWUDGHHVSHFLDOO\E\(XURSHDQDQG$PHULFDQILUPVLVVDLGWRFRYHURYHURIDOOSXUFKDVHVx 7KHPRYHDZD\IURPVPRNHGVKHHWWRWHFKQLFDOO\VSHFLILHGUXEEHUXQGHUPLQHGWKHSULFLQJEDVLVRIWKH/RQGRQDQG1HZ<RUNIXWXUHVFRQWUDFWV%HFDXVHWKH -DSDQHVHLQGXVWU\ KDV UHPDLQHG OHVV YHUWLFDOO\ LQWHJUDWHG DQG PRUH GHSHQGHQW RQ VPRNHGVKHHWWKHVHFKDQJHVKDGOHVVHIIHFWRQ-DSDQHVHUXEEHUIXWXUHVPDUNHWV
 3UHYLRXVO\DFWLYHPDUNHWVLQ/RQGRQDQG1HZ<RUNKDYHEHHQFORVHGIRURYHUWZRGHFDGHV
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7KHUH LV VRPH GLVDJUHHPHQW DERXW WKH UHODWLYH DWWUDFWLYHQHVV RI WKH 6,&20 DQG72&20PDUNHWV-DSDQLVWKHVLQJOHODUJHVWH[SRUWGHVWLQDWLRQIRU7KDLUXEEHULQ DQG WKLV PLJKW EH WKRXJKW WR DUJXH IRU 72&20 DV WKH EHWWHU KHGJLQJHQYLURQPHQW+RZHYHUUXEEHUH[SRUWVDUHW\SLFDOO\SULFHGXSWRQLQHPRQWKVIRUZDUGRQDGROODUEDVLVDQGWKLVPDNHVD72&20\HQKHGJHPRUHFXPEHUVRPHWKDQD6,&20GROODU KHGJH )XUWKHUPRUH WKHUH LV D ZLGHVSUHDG YLHZ LQ 7KDLODQG WKDW WKH 72&20PDUNHWLVXQGXO\VSHFXODWLYHDQGWKDW6,&20SURYLGHVWKHPRUHUHOLDEOHSULFLQJEDVLV7KLVYLHZLVUHLQIRUFHGE\WKHIDFWWKDWWKH6,&20566FRQWUDFWDOORZV%DQJNRNDVDQDOWHUQDWLYHGHOLYHU\ ORFDWLRQ WR 6LQJDSRUH VXEMHFW WR WKHDJUHHPHQW RI ERWK WKH ORQJDQGWKHVKRUW72&20KDV VHHQ ERWK GHFOLQLQJ YROXPH DQG RSHQ LQWHUHVW RYHU UHFHQW \HDUV EXWWKLVGHFOLQHQRZDSSHDUVWRKDYHVWDELOL]HGDQGWKHUHKDVEHHQVLJQLILFDQWO\LQFUHDVHGYROXPH VLQFH PLG +RZHYHU LW LV XQFOHDU ZKHWKHU WKLV GHFOLQH LQ DFWLYLW\UHSUHVHQWVDVHFXODUWUHQGDZD\IURPWKHUXEEHUIXWXUHVPDUNHWRULVVLPSO\WKHUHVXOWRIDWHPSRUDULO\ ORZOHYHORISULFHYRODWLOLW\UHVXOWLQJIURPIODWPDUNHWFRQGLWLRQV%XWGHVSLWH WKHVH GHFOLQHV 72&20 UXEEHU IXWXUHV DFWLYLW\ OHYHOV UHPDLQ YHU\ KHDOWK\FRPSDUHGZLWKDFWLYLW\RQFRPSDUDEOH(XURSHDQDQG1RUWK$PHULFDQ IXWXUHVPDUNHWVIRUWURSLFDODJULFXOWXUDOFRPPRGLWLHV6,&20 DFWLYLW\ OHYHOV DUH VXEVWDQWLDOO\ ORZHU EXW WKLV LQ SDUW UHIOHFWV D GLIIHUHQWWUDGLQJ VWUXFWXUH ,Q 6,&20 WUDGLQJ LV WKURXJK UHJLVWHUHGPDUNHWPDNHUV &XUUHQWO\RQO\ DURXQG VHYHQ PDUNHW PDNHUV DUH DFWLYH LQ UXEEHU D QXPEHU ZKLFK KDV EHHQEURDGO\VWDEOHRYHUDQXPEHURI\HDUV0DUNHWPDNHUVFDQHLWKHUGHDOZLWKHDFKRWKHUE\WHOHSKRQHDQGWKHQUHSRUWGHDOVWKURXJKWKHH[FKDQJHRUFDQWUDGHLQRQHRIWZRVHYHQPLQXWHHOHFWURQLFULQJV\VWHPVWKHILUVWKHOGLQWKHPRUQLQJDQGWKHVHFRQGLQWKHDIWHUQRRQ7KHFORVLQJSULFH LV WKH ILQDOSULFHRI WKHDIWHUQRRQULQJ ,QSUDFWLFHPRVWGHDOVDUHUHSRUWHGWKURXJKWKHH[FKDQJHZLWKOLWWOHOLTXLGLW\LQWKHULQJ+RZHYHU6,&20 RIILFLDOV HPSKDVL]HG WR XV WKDW ULQJ SULFHV DUH QHYHUWKHOHVV UHSUHVHQWDWLYHVLQFHPDUNHWPDNHUVDUH´ZHOOEHKDYHGµDQGZKHQRQRFFDVLRQULQJSULFHVGRDSSHDUWRJHWRXWRIOLQHWKLVGRHVJHQHUDWHDFWLYLW\7KHQHHG WR DFFHVV 6,&20 WKURXJKDPDUNHWPDNHU DQG WKH UHODWLYH ODUJH VL]H RI6,&20GHDOVERWKZRUNWRPDNH6,&20XQDWWUDFWLYHWRVSHFXODWRUV6,&20LVWKHUHIRUHYHU\PXFKDWUDGHPDUNHW%\FRQWUDVW72&20KDVWKHUHSXWDWLRQRIDWWUDFWLQJ ODUJHQXPEHUVRI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DQGx ZKDWDWOHDVWXQWLOUHFHQWO\KDVEHHQDJRRGSHUIRUPDQFHUHFRUG1RFRPPHUFLDOEDQNVFDQFRPSHWHZLWK%$$&LQDQ\RIWKHVHUHVSHFWV%$$&KDVSDUWLFLSDWHGDFWLYHO\RQDSDUWQHUEDVLVLQRXUPLVVLRQDQGKDVH[SUHVVHGXQTXDOLILHGHQWKXVLDVPIRUWKHSURSRVHGVFKHPH7KH\DUHDQ[LRXVWRPRYHWRDSLORWWUDQVDFWLRQDVUDSLGO\DVSRVVLEOHDQGWKHUHDIWHULIWKHSLORWWUDQVDFWLRQLVVXFFHVVIXOWRH[WHQGWKHVFKHPHWRRWKHUFRPPRGLWLHVVSHFLILFDOO\PDL]HULFHDQGVXJDU2WKHUFRPPHUFLDO EDQNV KDYH H[SUHVVHG SRVLWLYH YLHZV DERXW WKH SURSRVHG VFKHPH EXWFRQFHGHWKDW%$$&LVEHVWSODFHGWRLPSOHPHQWLW
 $YDLODELOLW\RISULFHLQVXUDQFHDWWKHZKROHVDOHOHYHO
:HKHOGGLVFXVVLRQVZLWKIRXULQWHUQDWLRQDOEDQNVLQUHODWLRQWRWKHLUDELOLW\WRSURYLGHZKROHVDOH ULVN PDQDJHPHQW LQVWUXPHQWV LQ QDWXUDO UXEEHU 7KHVH FRPSULVHG WKUHHODUJHLQWHUQDWLRQDOEDQNV$%&LQZKDWIROORZVDQGRQHVSHFLDOL]HGDJULFXOWXUDOEDQN'%DQNV$%DQG&PDLQWDLQDFWLYH7UHDVXU\GHSDUWPHQWVZKLFKWUDGHH[FKDQJHDQG27&GHULYDWLYHV%\LQWHUQDWLRQDOVWDQGDUGWKHVHGHSDUWPHQWVDUHVPDOOZLWKUHODWLYHO\MXQLRU VWDII 9DFDQW WUDGLQJ GHVNV ZHUH DSSDUHQW RQ WUDGLQJ IORRUV FRQILUPLQJ WKHLPSUHVVLRQRI DGHFOLQH LQ DFWLYLW\ LQ GHULYDWLYHV VLQFH WKH$VLDQ&ULVLV )RU WKHPRVWSDUWDFWLYLW\KDVEHFRPHFRQFHQWUDWHG LQ LQWHUHVW UDWH IRUHLJQH[FKDQJHDQGHQHUJ\GHULYDWLYHV ,QWHUHVW UDWHDQG IRUHLJQH[FKDQJHVZDSVDUH WKHPRVW IUHTXHQWO\ WUDGHGSURGXFWV%DQNV%DQG&UHSRUWHGWKDWWKH\KDGWUDGHGDJULFXOWXUDOGHULYDWLYHVLQWKHSDVWEXWWKDWWKHUHZDVOLWWOHFXUUHQWGHPDQGIRUWKHVHSURGXFWV:KHQSUHVVHGDERXWSRWHQWLDOLQWHUHVW LQ SURYLGLQJ VXFK LQVWUXPHQWV EDQN $ LQGLFDWHG WKDW WKLV DFWLYLW\ ZRXOG EHXQOLNHO\WRIRUPSDUWRILWV7KDLVWUDWHJ\EDQN%H[SUHVVHGLQWHUHVWEXWWKHVHQLRULW\RIWKHVWDIILQYROYHGIDLOHGWRLQVSLUHFRQILGHQFHLQWKDWRSLQLRQZKLOHEDQN&ZKRVHVWDIIZHUH ERWK PRUH VHQLRU DQG PRUH NQRZOHGJHDEOH DERXW WKH FRPPRGLW\ LQGXVWULHV
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7KHSURSRVHGWUDQVDFWLRQVWUXFWXUHLVLOOXVWUDWHGLQ%R[,QVWLWXWLRQVLQGLYLGXDOVDQGRUJDQL]DWLRQV DUH UHIHUUHG WR LQ UHFWDQJXODU ER[HG ZKLOH HOOLSWLFDO ER[HG GHQRWHDFWLYLWLHV 7KH WZR FRUH LQVWLWXWLRQV DUH WKH ZKROHVDOH LQWHUPHGLDU\ DQ LQWHUQDWLRQDOEDQNDQGWKHUHWDLOEDQNZKLFKDFWVDVWKH/70:HSURSRVHWKDW%$$&VKRXOGEHWKHUHWDLOLQWHUPHGLDU\7KHWRSWZRWKLUGRIWKHER[LOOXVWUDWHVWKHZKROHVDOHWUDQVDFWLRQGLVFXVVHG LQ 6HFWLRQV  DQG  DQG WKH ERWWRP WKLUG LOOXVWUDWHV WKH UHWDLOWUDQVDFWLRQZKLFKZHGLVFXVVLQ6HFWLRQ²
 7KH:KROHVDOH7UDQVDFWLRQ
7KHSURSRVHGZKROHVDOHWUDQVDFWLRQVHHWKHWRSWZRWKLUGRI%R[LVVLPSOHDWOHDVWLQSULQFLSOHWKHZKROHVDOHLQWHUPHGLDU\ZULWHVDQGVHOOV27&SXWRSWLRQVWR%$$&:HDQWLFLSDWH WKDWWKLV WUDQVDFWLRQZLOO WDNHSODFHSHULRGLFDOO\ IRUH[DPSOHDW WKHHQGRIHDFKPRQWK LQ RUGHU WR JHQHUDWH D UHODWLYHO\ ODUJH WUDQVDFWLRQ VL]H DQG WR NHHS WKHZKROHVDOHLQWHUPHGLDU\·VFRVWVGRZQ,WLVSRVVLEOHWKDWWKHUHZRXOGEHPRUHWKDQRQHZKROHVDOHLQWHUPHGLDU\EXWIRUVLPSOLFLW\ZHDVVXPHDVLQJOHEDQNSHUIRUPVWKLVUROH7KHER[VKRZVWKHWZRZD\VWKDWWKHLQWHUQDWLRQDOEDQNFDQRIIVHWWKHUXEEHUSULFHULVNWDNHQE\ZULWLQJSXWVWRWKHUHWDLOLQWHUPHGLDU\7KHWZRSRVVLELOLWLHVDUHWRGHOWDKHGJHWKHSRVLWLRQRQDUXEEHUIXWXUHVH[FKDQJHLHVHOOUXEEHUIXWXUHVFRQWUDFWVWRRIIVHW WKH SULFH H[SRVXUH RQ WKH 27& SXWV RU WR VZDS LW RXW ZLWK D ODUJH UXEEHUFRQVXPHU ZKLFK LQ SUDFWLFH LPSOLHV RQH RI WKHPDMRU WLUHPDQXIDFWXUHUV ,Q D VZDSWUDQVDFWLRQRIWKLVVRUWWKHWLUHPDQXIDFWXUHUZRXOGLWVHOIZULWHSXWVWRWKHZKROHVDOHLQWHUPHGLDU\LQWKHH[SHFWDWLRQRISXUFKDVLQJUXEEHUDWDSULFHZKLFKZLOOLQDYHUDJHEHFKHDSHUEXWZKLFKZRXOG LQYROYHDSD\PHQW WR WKH LQWHUPHGLDU\ DQGVR LQGLUHFWO\ WRIDUPHUV DW WLPHV LQ ZKLFK SULFHV DUH ORZ $ VZDS WUDQVDFWLRQ RI WKLV VRUW KDV WKHSRWHQWLDOWREHFKHDSHUWKDQWKHIXWXUHVURXWHEHFDXVHx ODUJHUWUDQVDFWLRQVL]HZLOOUHGXFHRYHUKHDGFRVWVx WKH LQWHUPHGLDU\ZLOO EH DEOH WR RIIVHW LWV YRODWLOLW\ YHJD ULVN DV ZHOO DV LWV SULFHGHOWDULVNDQGx LWPD\EHSRVVLEOHLIGHVLUHGWRH[WHQGWKHLQVXUDQFHRYHUORQJHUSHULRGVZLWKRXWLQFXUULQJUROOFRVWV:KHWKHUDQGWRZKDWH[WHQWWKHVHOHFWHGZKROHVDOH LQWHUPHGLDU\ZLOOFKRRVH WRRIIVHWLWV ULVNSRVLWLRQ LQ WKLVZD\ZLOO GHSHQGRQ WKH VXLWDELOLW\ DQG OLTXLGLW\RI WKH UXEEHUIXWXUHVPDUNHWVLQFOXGLQJWKHHYHQWXDOOLTXLGLW\RIDQ\%DQJNRNUXEEHUIXWXUHVPDUNHWDQGZKHWKHUDQGWRZKDWH[WHQWLWKDVUHODWLRQVKLSVZLWKWLUHPDQXIDFWXUHUV,Q6HFWLRQZH LQGLFDWHG WKDW WZREDQNV UHIHUUHG WR DV& DQG' H[SUHVVHG VWURQJSRWHQWLDOLQWHUHVWLQWKHVFKHPH%RWKLQGLFDWHGWRXVWKDWJLYHQFXUUHQWOLTXLGLW\DQGEDVLVULVNLQUXEEHUIXWXUHVPDUNHWVWKH\ZRXOGDLPWRRIIVHWDWOHDVWSDUWRIWKHLUSRVLWLRQEDQN

&RUPXFKRIWKHLUSRVLWLRQEDQN'ZLWKRQHRUPRUHPDMRUWLUHPDQXIDFWXUHUV%DQN&VWDWHGWKDWWKH\KDGUHFHQWO\GLVFXVVHGDVLPLODUW\SHRIWUDQVDFWLRQZLWKRQHRIWKHWKUHHPDMRUWLUHPDQXIDFWXUHUVEXWLQWKHHQGWKLVKDGQRWUHVXOWHGLQDWUDQVDFWLRQ%DQN ' VWDWHG WKDW WKH\ KDG QR UHFHQW KLVWRU\ RI EXVLQHVV RI WKLV VRUW ZLWK UXEEHUFRQVXPHUVDQGWKH\ZRXOGQHHGWRWDONWRSRWHQWLDOFRXQWHUSDUWLHVEHIRUHWKH\FRXOGJLYH D VHULRXV LQGLFDWLRQ RI WKH OLNHO\ FRVW RI WKH VFKHPH 7KHUH ZDV DJUHHPHQW LQSDUWLFXODUWKDWIRUPXODLFHVWLPDWHVRIWKHOLNHO\FRVWRISULFHLQVXUDQFHHJXVLQJWKH%ODFNYHUVLRQRIWKH%ODFN6FKROHVIRUPXODZKLFKLVQRUPDOO\XVHGLQSULFLQJRSWLRQVRQFRPPRGLW\ IXWXUHV PLJKW EH TXLWH PLVOHDGLQJ EHFDXVH RI GLIILFXOWLHV LQ SULFH DQGYRODWLOLW\H[SRVXUHLQLOOLTXLGPDUNHWV%RWKEDQNVVWUHVVHGWKDWDQLQFUHDVHLQOLTXLGLW\LQWKHH[LVWLQJUXEEHUIXWXUHVPDUNHWVRULQDQHZPDUNHWZRXOGEHYHU\KHOSIXO
 7KH2IIVHWWLQJ7UDQVDFWLRQ





















7KH FKRLFH DQG IXQFWLRQLQJRI WKH /RFDO7UDQVPLVVLRQ0HFKDQLVP /70 LV FHQWUDO WRWKHRSHUDWLRQRIWKHSULFHLQVXUDQFHVFKHPHVHQYLVDJHGE\WKH,7)  :HPD\FRQVLGHUWKUHHJHQHUDOW\SHVRILQWHUPHGLDWLQJWUDQVDFWLRQ WUDQVDFWLRQV LQ ZKLFK WKH SULFH LQVXUDQFH LV SURYLGHG E\ WKH SXUFKDVHU RI WKHFRPPRGLW\ WUDQVDFWLRQVLQZKLFKWKHSULFHLQVXUDQFHLVVROGFRPELQHGZLWKDQRWKHUSURGXFWRUVHUYLFHW\SLFDOO\DORDQDQG WUDQVDFWLRQVZKRVHVROHSXUSRVHLVWRLQVXUHDJDLQVWSULFHULVN7KH ILUVW FDVH DULVHV LI WKH /70 LV WKH RUJDQL]DWLRQ ZKLFK SXUFKDVHV WKH FRPPRGLW\IURP WKH IDUPHU ,Q QDWXUDO UXEEHU WKLV ZRXOG EH WKH ORFDO UXEEHU SURFHVVRU ZKLFKPD\EHHLWKHUDFRRSHUDWLYHRUDSULYDWHVHFWRUSURFHVVRU,QWKLVGHVLJQWKH/70RIIHUVWRSD\DWOHDVWWKHVSHFLILHGIORRUSULFHEXWWKHSULFHSDLGLQRWKHUFLUFXPVWDQFHVZLOOEH DW D GLVFRXQW WR WKHPDUNHW SULFH WR DFFRXQW IRU WKH SULFH RI WKH LQVXUDQFH 7KHGLIILFXOW\ZLWKWKLVW\SHRIVFKHPHLVWKDWZKHQSULFHVDUHDERYHWKHJXDUDQWHHGIORRUOHYHOIDUPHUVKDYHDQLQFHQWLYHWRGHOLYHUWRDQDOWHUQDWLYHSXUFKDVHUWRDYRLGSD\LQJWKH H[ SRVW YDOXHOHVV LQVXUDQFH )RU WKLV UHDVRQ LW LV JHQHUDOO\ VXSSRVHG WKDW WKLVGHVLJQ LV RQO\ VXLWHG WR FRPPRGLWLHV VXFK DV VXJDU DQG SDOP RLO ZKHUH WKH VXSSO\FKDLQ LV FRQVWULFWHG DW WKH VXJDU PLOO RU RLO SURFHVVLQJ SODQW LQ VXFK D ZD\ WKDWIDUPHUVFDQQRWHDVLO\UHQHJHWRDQDOWHUQDWLYHSXUFKDVHU,WDSSHDUVGRXEWIXOWKDWWKHVHFRQGLWLRQVDSSO\LQWKH7KDLQDWXUDOUXEEHULQGXVWU\VHHDOVR6HFWLRQ
,Q WKH VHFRQG FDVH SDFNDJHG WUDQVDFWLRQV WKH /70PD\ EH DQ DJULFXOWXUDO EDQNSURYLGLQJ FUHGLW DQ LQSXW FRPSDQ\ HJ VHOOLQJ IHUWLOL]HU RU DQ H[WHQVLRQ VHUYLFHVHOOLQJVHHGVRUQHZWUHHV,QDOOFDVHVFUHGLWLVOLNHO\WREHLQYROYHG²H[SOLFLWO\LQWKHFDVH RI D EDQN DQG LPSOLFLWO\ LI WKH LQSXW FRPSDQ\ RU H[WHQVLRQ VHUYLFH PDNHV LWVSURGXFWDYDLODEOHRQGHIHUUHGSD\PHQWEDVLV,QRXUSURSRVHGFRQWUDFWGHVLJQ%$$&LVWKH QDWXUDO LQWHUPHGLDU\ DV VXSSOLHU RI FUHGLW WR D KLJK SURSRUWLRQ RI UXEEHUVPDOOKROGHUV%RUURZHUVPD\HLWKHUEHIDUPHUVRUIDUPHUFRRSHUDWLYHV,Q WKLV VWUXFWXUH WKH LQWHUPHGLDU\ZLOOKRSH WKDWE\ SDFNDJLQJKLV ORDQZLWK SULFHLQVXUDQFH KH ZLOO REWDLQ HQKDQFHG SHUIRUPDQFH 7KLV LV EHFDXVH SULFH LQVXUDQFHVKRXOGLQFUHDVHWKHERUURZHU·VDELOLW\WRUHSD\LQWKHHYHQWRIORZHUSULFHV1RWHWKDWLQWKLVFDVHWKHLQVXUDQFHLPSURYHVSHUIRUPDQFHZKLOHLQWKHSUHYLRXVFDVHLWWKUHDWHQHGSRRUHUSHUIRUPDQFH7KLVVWUXFWXUHSURYLGHVWKHLQWHUPHGLDU\ZLWKHLWKHUWKHLQFHQWLYHWRUHTXLUHWKDWWKHIDUPHUSXUFKDVHSULFHLQVXUDQFHDVFRQGLWLRQIRUUHFHLYLQJWKHORDQRUWRRIIHUWKHORDQRUDVVRFLDWHGSURGXFWRQPRUHIDYRUDEOHWHUPVHJE\FODVVLI\LQJWKHERUURZHUDVKDYLQJDKLJKHUULVNVWDWXV7RWKHH[WHQWWKDWWKHLQWHUPHGLDU\JRHV
 6HH ,QWHUQDWLRQDO 7DVN )RUFH RQ &RPPRGLW\ 5LVN 0DQDJHPHQW LQ 'HYHORSLQJ &RXQWULHV $3URSRVDOIRUD0DUNHW%DVHG6ROXWLRQ:DVKLQJWRQ'&SS
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WKH IRUPHU URXWH WKH IDUPHU·V ZLOOLQJQHVV WR SD\ IRU LQVXUDQFH LV RI GLPLQLVKHGLPSRUWDQFHWRWKHH[WHQWWKDWLWWDNHVWKHODWWHUURXWHWKHSULFHRIWKHLQVXUDQFHZLOOEHFRPHOHVVWUDQVSDUHQW7KHWKLUGVLWXDWLRQ LV WKDW LQZKLFK WKH IDUPHURU FRRSHUDWLYHSXUFKDVHV LQVXUDQFHRQ D IUHHVWDQGLQJ EDVLV $Q LQGLYLGXDO IDUPHU PD\ KDYH GLIILFXOWLHV LQ JHWWLQJ KLVSURGXFWLRQLQVXUHGEXWDFRRSHUDWLYHRUDVPDOOSURFHVVLQJXQLWPD\EHLQWKHSRVLWLRQWRSXUFKDVHSULFH LQVXUDQFH IRU LWVSURFHVVHGRXWSXW7KHEHQHILW WRFRRSHUDWLYHRUDSURFHVVRULVFHUWDLQW\RIRXWSXWSULFHVDQGVWDELOL]DWLRQRIKLVLQFRPH,QWKHFDVHRIDFRRSHUDWLYHWKHEHQHILWVRIVXFKDQDUUDQJHPHQWGLUHFWO\ IORZWRWKHIDUPHUVZKRDUHPHPEHUV DQG KHQFH RZQHUV RI WKH FRRSHUDWLYH ,Q WKH FDVH RI LQGHSHQGHQW SULYDWHVHFWRU SURFHVVRUV GHFUHDVHG ULVN PD\ HYHQWXDOO\ OHDG WR KLJKHU SULFHV DQG KLJKHULQFRPHIRUIDUPHUVDVZHOO
 5HWDLO7UDQVDFWLRQ6WUXFWXUH
7KHERWWRP WKLUG RI %R[ LOOXVWUDWHV WKH SURSRVHG UHWDLO WUDQVDFWLRQ VWUXFWXUH +HUHDJDLQWKHUHDUHWZRURXWHV2QWKHOHIWKDQGVLGH%$$&SDFNDJHVIORRUSULFHLQVXUDQFHZLWKLWVORDQJXDUDQWHHV%$$&·VLQFHQWLYHWRGRWKLVLVWKDWWKHIORRUJXDUDQWHHVVKRXOGHQVXUHHQKDQFHGUHSD\PHQWSHUIRUPDQFH7KHLQVXUDQFHZLOOKDYHWZRHIIHFWVx %\LQVXULQJDJDLQVWDORZSULFHRXWFRPHKHPD\IHHOPRUHFRQILGHQWLQWDNLQJDORDQRULQERUURZLQJDODUJHUDPRXQWx 7KHIDFWWKDWWKHIDUPHULVLQVXUHGZLOOPDNH%$$&PRUHFRQILGHQWWKDWWKHORDQZLOOEHUHSDLGDQGWKDWLQWHUHVWZLOOEHSDLGLQDWLPHO\PDQQHU7KLVLVWXUQZLOOLQFUHDVH%$$&·VZLOOLQJQHVVWROHQG%$$&ZLOOPDLQWDLQUHVSRQVLELOLW\ IRUPDUNHWLQJWKH LQVXUDQFH ,W LVSRVVLEOH WKDW WKH\ZLOO GHFLGH WR PDNH WKLV DQ HQWLUHO\ YROXQWDU\ PDWWHU IRU WKH IDUPHUV $W WKH RWKHUH[WUHPHWKH\PD\UHTXLUHIDUPHUVFHUWDLQFDWHJRULHVRI IDUPHU HJ IDUPHUVZLWKRXWJRRGFROODWHUDORUIDUPHUVERUURZLQJIRUFHUWDLQFDWHJRULHVRIDFWLYLW\HJLQYHQWRU\ILQDQFHWRSXUFKDVHLQVXUDQFHDVDSUHFRQGLWLRQIRUREWDLQLQJDORDQ7KHLQWHUPHGLDWHSRVVLELOLW\LVWKDWWKHYROXQWDU\GHFLVLRQE\DIDUPHURIZKHWKHURUQRWWRLQVXUHPLJKWDIIHFWKLVFUHGLWVWDWXVDQGWKHUHIRUHWKHLQWHUHVWUDWH%$$&ZLOOH[SHFWKLPWRSD\%$$&·VLQWHUPHGLDWLRQVKRXOGEHLQH[SHQVLYHDQGQRQPDQLSXODEOH7KHUHDUHWKUHHUHDVRQVIRUWKLVD %HFDXVHWKHSULFHLQVXUDQFHLVSDFNDJHGZLWKWKH ORDQDJUHHPHQWWKHUHZLOOEHQRUHTXLUHPHQW IRU VHSDUDWH DSSOLFDWLRQ DQG RQO\ PLQRU DGGLWLRQDO DGPLQLVWUDWLYHFRVWV:HHQYLVDJHWKDWWKHSURFHVVZLOOEHYHU\PXFKOLNHWKHGHFLVLRQWRSXUFKDVHDFFLGHQW LQVXUDQFH LQ DQ DXWR KLUH DJUHHPHQW LQZKLFK WKH FOLHQW W\SLFDOO\ LQLWLDOVWZRER[HVDQGVLJQVDWKLUGER[RQWKHVWDQGDUGDXWRPRELOHKLUHIRUPE ,QWKHHYHQWRIDFODLP%$$&ZLOOEHOLDEOHWRSD\RQO\RQWKHLQVXUHGTXDQWLW\DQGQRWRQWKHIDUPHU·VSURGXFWLRQRUVDOHV%$$&ZLOOKDYHQRUHTXLUHPHQWWRPRQLWRUDFWXDO SURGXFWLRQ RU VDOHV DQG WKH IDUPHU ZLOO KDYH QR LQFHQWLYH WR FODLPH[DJJHUDWHGORVVHV

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WKHSUHPLXPVXEVLGLHVZRXOGQRWDIIHFWUXEEHUSULFHV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7KH,QWHUQDWLRQDO7DVN)RUFHRQ&RPPRGLW\5LVN0DQDJHPHQWLQ'HYHORSLQJ&RXQWULHV,7) KDV UHFHQWO\SURSRVHGDQ LQLWLDWLYH WRPDNH ULVNPDQDJHPHQW WRROVPRUHZLGHO\DFFHVVLEOH WR VPDOOKROGHU IDUPHUV LQ FRPPRGLW\SURGXFLQJ GHYHORSLQJ FRXQWULHV ,7)7KLV SURSRVDOKDV WKH REMHFWLYH RI DVVHVVLQJ WKH FRVW DQG IHDVLELOLW\ RI WKHVHSURSRVDOVLQUHODWLRQWRVPDOOKROGHUIDUPHUVJURZLQJQDWXUDOUXEEHU7KHSURSRVDOLVDMRLQWLQLWLDWLYHRIWKH,QWHUQDWLRQDO5XEEHU6WXG\*URXSWKH,56*DQGWKH(FRQRPLFDQG6RFLDO,QVWLWXWHWKH(6,DWWKH)UHH8QLYHUVLW\$PVWHUGDP7KHFXUUHQWSURSRVDOEHQHILWVIURPWZRLPSRUWDQWDFWLYLWLHVx $SUHSDUDWRU\SDSHUKDVEHHQZULWWHQIRUWKH,7)7KLVSUHSDUDWRU\SDSHUKDVLQSXWVIURPERWKSDUWLHVLQYROYHGLQWKHFXUUHQWSURSRVDOWKH,56* DQGWKH(6, 7KHFXUUHQWSURSRVDOLVWKHUHIRUHZHOOSUHSDUHGLQWHUPVRIVXEVWDQFHDQGFRRSHUDWLRQEHWZHHQWKH,56* DQGWKH(6,x 'XULQJWKHFRXUVHRIZULWLQJWKLVSUHSDUDWRU\SDSHUDVZHOODVWKHFXUUHQWSURSRVDOWKH,56* DQGWKH(6, KDYHKDGGHWDLOHGGLVFXVVLRQVZLWKRIILFLDOVIURP7KDLODQG7KHUHLVJUHDWHQWKXVLDVPIURPWKHVLGHRI7KDLRIILFLDOVIRUWKHFXUUHQWSURMHFWSURSRVDO7KLV ZDV H[SUHVVHG E\ 0U &KDNDUQ 6DHQJUXNVDZRQJ 'HSXW\ 'LUHFWRU RI WKH'HSDUWPHQWRI$JULFXOWXUH7KH\KDYH VXJJHVWHG WR FRPSRVH D FRXQWHUSDUW JURXSFRQVLVWLQJRI0U 3UDVDW .HVDZDSLWDN'LUHFWRURI WKH 5XEEHU 5HVHDUFK ,QVWLWXWH RI7KDLODQG0U-LQGD 3RRULZDUDQJ*RRQ'HSXW\'LUHFWRU*HQHUDORIWKH2IILFHRIWKH5XEEHU5HSODQWLQJ$LG)XQGGHDOLQJHVSHFLDOO\ZLWKVPDOOKROGHUV FRRSHUDWLYHVDQG'U:DWH 7KDQXJXO0DQDJLQJ'LUHFWRURIWKH7KDL5XEEHU$VVRFLDWLRQUHSUHVHQWLQJWKH WUDGHUV DQG SURFHVVRUV 7KLVZLOO DOORZ WKH SUHSDUDWLRQ RI WKH SURMHFW WR VWDUWULJKWDZD\DQGWKHPLVVLRQWRVWDUWZLWKLQZHHNVDIWHUWKHVWDUWRIWKHSURMHFW%HORZWKHYDULRXVDVSHFWVRIWKHSURMHFWDUHSUHVHQWHGIROORZHGE\
 3URMHFWREMHFWLYH
*OREDOL]DWLRQ WKH LQFUHDVLQJ OLEHUDOL]DWLRQ RI ZRUOG FRPPRGLW\ PDUNHWV DQG WKHGLVPDQWOLQJRIGRPHVWLFSULFHVXSSRUWLQVWLWXWLRQVLQFRPPRGLW\SURGXFLQJGHYHORSLQJFRXQWULHVKDYHDOOLQFUHDVHGWKHH[SRVXUHRIVPDOOKROGHUFRPPRGLW\SURGXFHUVWRSULFHYRODWLOLW\,QWKHFDVHRIQDWXUDOUXEEHUWKLVLQFUHDVHGH[SRVXUHKDVEHHQH[DFHUEDWHGE\ WKH FROODSVH RI WKH ,QWHUQDWLRQDO 1DWXUDO 5XEEHU $JUHHPHQW ,15$ ZKLFK VLQFHKDV DWWHPSWHG WR VPRRWK UXEEHU SULFHV 0DUNHWEDVHG FRPPRGLW\ SULFH ULVNPDQDJHPHQWLQVWUXPHQWVRIIHUWKHSRVVLELOLW\RIPDQDJLQJFRPPRGLW\SULFHULVNLQWKLVQHZ PRUH YRODWLOH HQYLURQPHQW $ ODUJH QXPEHU RI VWXGLHV ERWK WKHRUHWLFDO DQGHPSLULFDOKDYHGHPRQVWUDWHGWKDWWKHVHLQVWUXPHQWVDUHPRUHHIILFLHQWOHVVFRVWO\DQGPRUH ZHOIDUHHQKDQFLQJ UHODWLYH WR VWDQGDUG SULFH VWDELOL]DWLRQ VFKHPHV +RZHYHUDFWXDO XVH RI WKHVH LQVWUXPHQWV E\ GHYHORSLQJ FRXQWU\ SURGXFHUV UHPDLQV ORZ 7KLV
 6HH+HUUPDQQ%XUJHUDQG6PLW&KDSWHUDQGIRUDQRYHUYLHZRILQWHUQDWLRQDOSULFLQJDUUDQJHPHQWVLQWKHQDWXUDOUXEEHUPDUNHW 6HHHJ1HZEHU\DQG6WLJOLW]*LOEHUW&ODHVVHQVDQG'XQFDQ=DQW

PD\EHGXHLQSDUWWR´PDUNHWIDLOXUHVµLQSDUWWRKLJKFRVWVDQGLQSDUWWRLQDGHTXDWHLQVWUXPHQWDYDLODELOLW\7KHREMHFWLYHRI WKLVSURMHFW LV WRH[DPLQH WKH IHDVLELOLW\RI LQWHUPHGLDWLRQRI ULVNPDQDJHPHQW LQVWUXPHQWV WR VPDOOKROGHU QDWXUDO UXEEHU IDUPHUV :H SURSRVH WRXQGHUWDNHDGHWDLOHGVWXG\RIWKHIHDVLELOLW\RIWKLVDSSURDFKLQUHODWLRQWRWKHQDWXUDOUXEEHULQGXVWU\LQ7KDLODQG:HSURSRVHWRFRQVLGHUG WKHH[WHQWRIIDUPHUV·FXUUHQWH[SRVXUHWRUXEEHUSULFHYRODWLOLW\LWVLPSRUWDQFHDQGWKHPHDQVWKH\FXUUHQWO\KDYHIRUSURWHFWLQJWKHPVHOYHVDJDLQVWWKLVYRODWLOLW\H SRWHQWLDODYDLODELOLW\RIULVNPDQDJHPHQWLQVWUXPHQWVVXLWDEOHIRULQWHUPHGLDWLRQWRWKHVHIDUPHUVDQGI WKHDYDLODELOLW\RIVXLWDEOHLQWHUPHGLDWLRQDJHQFLHV
 7KHSRWHQWLDODYDLODELOLW\RILQVWUXPHQWV
7KH,7) FRQVHQVXVZDVWKDWLQJHQHUDOWKHUHH[LVWVVXEVWDQWLDOSULYDWHVHFWRULQWHUHVWLQWKHSURYLVLRQRIULVNPDQDJHPHQWLQVWUXPHQWV+RZHYHULQWKHFXUUHQWVLWXDWLRQLQZKLFKWKHUHLV OLWWOHHIIHFWLYHGHPDQGIRUWKHVHLQVWUXPHQWVRQWKHSDUWRIGHYHORSLQJFRXQWULHV WKH SRWHQWLDO VXSSO\ PD\ QRW EH HYLGHQW %XW ZKLOH WKLV PD\ EH WUXH LQJHQHUDO WHUPV LW ZLOO EH LPSRUWDQW WR GRFXPHQW WKH SRWHQWLDO DYDLODELOLW\ RI ULVNPDQDJHPHQW LQVWUXPHQWV IRUQDWXUDO UXEEHU IDUPHUV ,QGRLQJ WKLV LW LV LPSRUWDQW WRGLVWLQJXLVKEHWZHHQWKHZKROHVDOHDQGWKHUHWDLOPDUNHWV$WWKHZKROHVDOHOHYHOZHQHHGWRDVNx :KHWKHUWKHUHFXUUHQWO\H[LVWH[FKDQJHWUDGHG LQVWUXPHQWVZKLFKDUHVXLWHGWRWKHULVNPDQDJHPHQWSUREOHPIDFHGE\IDUPHUVLQWKDWFRXQWU\x :KHWKHU WKHUH FXUUHQWO\ H[LVW 27& LQVWUXPHQWV ZKLFK DUH VXLWHG WR WKH ULVNPDQDJHPHQWSUREOHP IDFHGE\ IDUPHUV LQ WKDW FRXQWU\ ,I VXFK LQVWUXPHQWV H[LVWKRZ H[SHQVLYH DUH WKHVH LQVWUXPHQWV KRZ PXFK GRHV SULFH GHFUHDVH ZLWK ODUJHYROXPHVZKDWDUHWKHFRQGLWLRQVIRUFRQWUDFWSDUWQHUV"x :LWKUHVSHFWWRH[LVWLQJFRQWUDFWVDUHWKHFRQWUDFWVWKDWDUHDYDLODEOHRIVXIILFLHQWOHQJWK"0LJKWLWEHSRVVLEOHIRUFRQWUDFWOHQJWKVWREHH[WHQGHGWKURXJKDQHDUOLHUVWDUWWRWUDGLQJIRUQHZFRQWUDFWPRQWKV"x ,I WKHUH DUH QR VXLWDEOH LQVWUXPHQWV RU QR VXLWDEOH LQVWUXPHQWV DW D UHDVRQDEOHSULFH LV WKLV EHFDXVH RI H[FKDQJH UDWH RU RWKHU IRUPV RI EDVLV ULVN RU IRU RWKHUUHDVRQV"x 0LJKWLWEHSRVVLEOHIRUH[LVWLQJH[FKDQJHVWRFUHDWHQHZSURGXFWVWKDWUHGXFHWKLVEDVLVULVN"x :RXOG LW EH IHDVLEOH WR HVWDEOLVK ORFDO GRPHVWLF H[FKDQJHV WKDW FRXOG SURYLGHVXLWDEOHLQVWUXPHQWV"7KLVVHFWLRQRIWKHVWXG\ZLOOLQYROYHRXUPHHWLQJUHSUHVHQWDWLYHVRIRQHRUPRUHRIWKHWKUHH IXWXUHV H[FKDQJHV WKDW FXUUHQWO\ WUDGH QDWXUDO UXEEHU 2VDND 6LQJDSRUH DQG7RN\R UHSUHVHQWDWLYHV RI WKH JRYHUQPHQW RI 7KDLODQG DQ H[FKDQJH LV FXUUHQWO\SODQQHG EDQNV DQG RWKHU FRPSDQLHV LQ WKH SURGXFLQJ FRXQWULHV WKDW WUDGH QDWXUDO

UXEEHUIXWXUHVDQGRSWLRQVRUWKDWDUHSRWHQWLDOO\FDSDEOHWRGHYHORSSURGXFWVLQWKLVDUHD2Q WKH EDVLV RI RXU FXUUHQW NQRZOHGJH RI WKH UXEEHU LQGXVWU\ LW DSSHDUV WKDWVXLWDEOH IXWXUHV DQG RSWLRQVEDVHG LQVWUXPHQWV DUH DYDLODEOH JHQHUDOO\ RQ DQ 27&EDVLVEXWWKDWWKHLQVWLWXWLRQVSURYLGLQJWKHVHLQVWUXPHQWVIDFHSUREOHPVLQRIIVHWWLQJWKHLU ULVNRQZKDWDUHFXUUHQWO\ IDLUO\ LOOLTXLGH[FKDQJHPDUNHWV7KLV ULVNFDQDGGWRWKHFRVWRIWKHLQVWUXPHQWV,WZLOOEHLPSRUWDQWWRDVVHVVZKHWKHUDQGWRZKDWH[WHQWLQFUHDVHGEXVLQHVVIURPUXEEHUVPDOOKROGHUVPLJKWDOOHYLDWHVRPHRIWKHVHSUREOHPV$VHFRQGSUREOHPLVWKDWWKHZKROHVDOHWUDGHLVFXUUHQWO\HQWLUHO\GROODUEDVHGDQGWKLVJLYHVULVHWRFRQVLGHUDEOHEDVLVULVNLQPDNLQJLQVWUXPHQWVDYDLODEOHLQORFDOFXUUHQFLHV7KLVULVNZLOOIXUWKHULQFUHDVHWKHFRVWRIUHWDLOSURYLVLRQ ,WVHHPVOLNHO\WKDWWKLVULVNPLJKWEHVLJQLILFDQWO\UHGXFHGWKURXJKGHYHORSPHQWRIORFDOUXEEHUIXWXUHVPDUNHWVDWOHDVW LQ RQH RU WZR PDMRU SURGXFLQJ FRXQWULHV 7KH VWXG\ ZLOO LQYHVWLJDWH WKHGHVLUDELOLW\DQGIHDVLELOLW\RIWKHVHGHYHORSPHQWV7KH RXWFRPH RI WKLV VHFWLRQ RI WKH VWXG\ VKRXOG HQDEOH XV WR VHH WKH H[WHQW WRZKLFKLQFUHDVHGHIIHFWLYHGHPDQGIRUULVNPDQDJHPHQWLQVWUXPHQWVZLOOWUDQVODWHLQWRVXSSO\ DW DQ DIIRUGDEOH SULFH :LWK UHVSHFW WR YDULRXV IRUPV RI ULVN LQYROYHG LQSURYLGLQJULVNPDQDJHPHQWLQVWUXPHQWVWKHSRWHQWLDOFRQWULEXWLRQRIDQLQWHUQDWLRQDOLQWHUPHGLDWHDVSURSRVHGE\WKH,7) ZLOOEHFRQVLGHUHG
 /RFDOLQWHUPHGLDWLRQ
7KHLQWHUPHGLDWLRQLVVXHZKLFKDULVHVEHFDXVHRIWKHQHHGWRPDNHULVNPDQDJHPHQWLQVWUXPHQWV REWDLQHG DW WKH ZKROHVDOH DYDLODEOH DW WKH UHWDLO OHYHO ,QWHUPHGLDWLRQ LVQHFHVVDU\EHFDXVHIHZVPDOOKROGHUVRUVPDOOUXEEHUIDFWRULHVZLOOKDYHWKHNQRZOHGJHVNLOOVRUFUHGLWVWDWXVUHTXLUHGIRUGLUHFWDFFHVVWRZKROHVDOHPDUNHWVDQGLQGHHGWKHVDPH FRQVLGHUDWLRQV DSSO\ DOVR LQ GHYHORSHG FRXQWU\ DJULFXOWXUDO PDUNHWV)XUWKHUPRUH VPDOOKROGHUV ZLOO QRW EH WUDGLQJ LQ D VL]H ZKLFK ZLOO PDNH WKHPLQWHUHVWLQJWREDQNVDQGH[FKDQJHV,QWHUPHGLDWLRQLVWKHSURFHVVE\ZKLFKZKROHVDOHSURGXFWVDUHSDFNDJHG IRUWKHUHWDLOPDUNHWDQGWKHUHVXOWDQWVPDOOKROGHUGHPDQG LVDJJUHJDWHGWRVXIILFLHQWVL]HWRPDNHLWDWWUDFWLYHWRWKHZKROHVDOHVXSSOLHUV,QWHUPHGLDWLRQPD\EHXQGHUWDNHQHLWKHUE\H[LVWLQJLQVWLWXWLRQVRUE\RUJDQL]DWLRQVQHZO\ FUHDWHG IRU WKLV SXUSRVH :H ZLOO LQYHVWLJDWH ZKLFK H[LVWLQJ RUJDQL]DWLRQDOVWUXFWXUHV DUH DSSURSULDWH IRU HIIHFWLYHO\ SHUIRUPLQJ WKH ULVN PDQDJHPHQW RI WKHVHVPDOOKROGHUV7KHUHDUHYDULRXVDUUDQJHPHQWVWKDWPD\EHDYDLODEOHIRUWKHLQWHUPHGLDWLRQRIULVNPDQDJHPHQW WR UXEEHU IDUPHUV 7KH SUHFLVH DUUDQJHPHQWV ZLOO GHSHQG RQ WKHLQVWLWXWLRQV DQG WUDGLWLRQV RI HDFK FRXQWU\ 2QH SRVVLELOLW\ LV WKH IROORZLQJ 1DWXUDOUXEEHUSURFHVVRUVSXUFKDVHXQVPRNHGVKHHWUXEEHUIURPPLGGOHPHQZKRDJJUHJDWHVPDOOHUSDFNDJHVRIVKHHWSXUFKDVHGIURPWKHVPDOOKROGHUV0LGGOHPHQW\SLFDOO\VHOOWRSURFHVVRUVRQWKHEDVLVRIWKHEHVWSULFHVTXRWHGDQGDUHQRWWLHGWRSDUWLFXODUEX\HUV+RZHYHUWKH\WHQGWRKDYHORQJWHUPUHODWLRQVKLSVZLWKWKHLUVPDOOKROGHUV7KLVPD\LQFOXGHSURYLVLRQRIFUHGLWDQGLQFHUWDLQFRXQWULHVDOVRIHUWLOL]HUV%\SXUFKDVLQJULVN

PDQDJHPHQWLQVWUXPHQWVDSURFHVVRUFDQRIIHUPLGGOHPHQWKHSRVVLELOLW\RIRIIHULQJIORRU SULFHV WR VPDOOKROGHUV D QXPEHU RI PRQWKV DKHDG 7KLV LPSOLHV WKDW WKHPLGGOHPHQ PD\ EH UHJDUGHG DV ´SRLQWV RI FRQVWULFWLRQµ LQ WKH PDUNHWLQJ FKDLQ3UHYLRXV UHVHDUFK KDV LQGLFDWHG WKDW ULVN PDQDJHPHQW LQVWUXPHQWV PD\ EHVW EHLQWHUPHGLDWHGWRVPDOOKROGHUVWKURXJKVXFKSRLQWVRIFRQVWULFWLRQ([SHULHQFHLQRWKHUFRPPRGLWLHV DOVR HPSKDVL]HV WKH SRVVLELOLW\ RI HFRQRPLHV RI VFRSH LQ WKH MRLQWLQWHUPHGLDWLRQ RI ULVN PDQDJHPHQW LQVWUXPHQWV WRJHWKHU ZLWK FUHGLW DQGRUDJULFXOWXUDOLQSXWVIHUWLOL]HUVLQVHFWLFLGHV$PRQJ RWKHU RUJDQL]DWLRQV WKDW PLJKW IXOILOO WKH FULWHULD WR TXDOLI\ DV RU /RFDO7UDQVPLVVLRQ0HFKDQLVPV/70DUHx IXWXUHVH[FKDQJHVJOREDOUHJLRQDORUQDWLRQDOx ORFDODXFWLRQVx ODUJHVPDOOKROGHUVx SURGXFHUFRRSHUDWLYHVx SURFHVVRUVx ODUJHWUDGHUVx EDQNVx LQGXVWU\RUJDQL]DWLRQVx IRUPHUFRPPRGLW\ERDUGVRUFDLVVHV:LWKUHVSHFWWRHDFKRIWKHVHW\SHVRIRUJDQL]DWLRQZHZLOODWWHPSWWRHVWDEOLVKx ZKHWKHUDQGWRZKDWH[WHQWWKH\FXUUHQWO\GHDOZLWKUXEEHUVPDOOKROGHUVDQGLIVRLQZKDWFDSDFLW\LHVWKH\GRWKLVx LI WKH\ GR QRW FXUUHQWO\ GHDO ZLWK VPDOOKROGHUV ZKHWKHU WKH\ ZRXOG EH DEOH DQGLQWHUHVWHG LQ H[WHQGLQJ WKHLU DFWLYLWLHV LQ WKLV GLUHFWLRQ DQG LI VR ZKDWUHPXQHUDWLRQWKH\ZRXOGUHTXLUHWRGRWKLVx ZKDWH[SHULHQFHVWKHVHRUJDQL]DWLRQVKDYHLQWKHUXEEHULQGXVWU\DQGLIWKH\GRQRWFXUUHQWO\EHQHILWIURPVXFKH[SHULHQFHZKHWKHUWKH\ZRXOGEHDEOHDQGZLOOLQJWRDFTXLUHLWx ZKHWKHUWKHVHRUJDQL]DWLRQVDUHFXUUHQWO\LQYROYHGLQWKHLQWHUPHGLDWLRQRIFUHGLWRURI DJULFXOWXUDO LQSXWV WR VPDOOKROGHUV DQG LI QRWZKHWKHU WKH\ DUH LQWHUHVWHG LQHQWHULQJWKHVHDFWLYLWLHVx ZKDW H[SHULHQFH LI DQ\ WKH RUJDQL]DWLRQV KDYH LQ GHDOLQJ ZLWK IRUHLJQ H[FKDQJHWUDQVDFWLRQVDQGIRUHLJQH[FKDQJHULVNDQGLIWKH\KDYHQRFXUUHQWH[SHULHQFH LQWKLVUHJDUGZKHWKHUWKH\ZRXOGEHDEOHDQGZLOOLQJWRGHYHORSWKDWFDSDFLW\7KH RXWFRPH RI WKLV SDUW RI WKH SURMHFW VKRXOG DOORZ FOHDU GLVFULPLQDWLRQ EHWZHHQFDQGLGDWH RUJDQL]DWLRQV WKDW PLJKW TXDOLI\ DV /70V :H ZLOO VSHOO RXW XQGHU ZKDWFRQGLWLRQV WKH H[LVWLQJ ULVN SURYLGHUV DUH ZLOOLQJ WR GR EXVLQHVV ZLWK WKH ORFDORUJDQL]DWLRQLHWKH/70 WKDWDFWVRQEHKDOIRIVPDOOKROGHUVRUVPDOOWUDGHUV:HZLOOHYDOXDWHWKHREVWUXFWLRQVWKDWFXUUHQWO\SUHYHQWWKHVHWUDQVDFWLRQVLQWKHFRXQWULHVRUORFDOLWLHV XQGHU FRQVLGHUDWLRQ DQG VXJJHVW ZD\V LQ ZKLFK WKH RUJDQL]DWLRQV PLJKW
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